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Tuesday, December 3, 2019
--- Upon commencing at 9:35 a.m.
HONI / PDI / ORILLIA PANEL 1, resumed

Mr. Imran Merali,
Mr. Peter Faltaous,
Ms. Joanne Richardson,
Mr. Henry Andre,
Mr. Andrew Flannery,
Mr. Grant Hipgrave,
Mr. Patrick Hurley,
Mr. John Stephenson,
Mr. David Whitehouse; Previously Affirmed.

CHAIR SPOEL:  Good morning.  Please be seated.

This is on?  Is it on?  Yes, okay, great.  Thank you.

Good morning.  Mr. Shepherd has advised us that he does not wish to cross-examine this panel any further.  So there should be a revised hearing plan for the day that's been circulated.  It should have been circulated.

And so we will be starting off with you, Mr. Stephenson.  And then Mr. McMillan -- is he here?  I don't see him.

MR. MILLAR:  Madam Chair, he doesn't seem to be here yet.  If he is not here I can go after Mr. Stephenson, but presumably he will show up.

CHAIR SPOEL:  We will see how that goes.

Before we begin with Mr. Stephenson, are there any preliminary matters?

MR. KING:  None from me.

CHAIR SPOEL:  No?  I keep looking over there to see Board Staff, but you are here, keeping us on our toes.

All right, Mr. Stephenson, the floor is yours.
Cross-Examination by Mr. Stephenson:


MR. RICHARD STEPHENSON:  Good morning, panel.  My name is Richard Stephenson.  I am counsel for the Power Workers' Union, and Mr. Stephenson, so as much as I would like to confuse the reporter, I don't think I have anything for you this morning, unfortunately.

Let me start with a couple of things that I don't think are serious issues in the case, but I just want to confirm that.

You will recall that, focussing on the Orillia matter to start, in the prior application the Board concluded that it didn't have an issue with that application in relation to the service quality and reliability issue.  You are aware of that?  Correct?

MS. RICHARDSON:  Yes.

MR. RICHARD STEPHENSON:  And is there anything in the current application relative to the prior application that from your perspective would lead the Board to reach any other conclusion on that issue?

MS. RICHARDSON:  No, there isn't.

MR. RICHARD STEPHENSON:  Okay.  And similarly, with respect to the financial viability issue, I take it that, given the relative size of Hydro One relative to the two acquired utilities, there's just no scenario where Hydro One's financial viability post-transaction is adversely impacted in any material way?

MS. RICHARDSON:  No, there is not.

MR. RICHARD STEPHENSON:  Okay.  Similarly, just on -- with respect to PDI, I take it you have -- again, the evidence you've put in leads you to the conclusion that there is no issue regarding post-transaction service quality and reliability issues in relation to PDI?

MR. FALTAOUS:  From a reliability perspective, I can confirm that.  I think the answer is, no, there are not any post-transaction issues.

MR. RICHARD STEPHENSON:  Okay.  Moving on -- and I think this is mostly going to be for you, Mr. Andre.

Yesterday you made reference to a provision of the Consolidation Handbook regarding customer classes and how -- the options regarding customer classes available to an applicant on a MAADs application.  You recall that?

MR. ANDRE:  Yes, I do.

MR. RICHARD STEPHENSON:  Okay.  And I believe you referenced page 18 of the Consolidation Handbook, correct?

MR. ANDRE:  That's correct.

MR. RICHARD STEPHENSON:  And as I, looking at that provision, as I read it, the Board specifically contemplates that there is the ability to put the acquired customers either into an existing rate class or to keep them in separate rate classes, correct?

MR. ANDRE:  Correct.  The direct quote from page 18 is:

"For acquisitions, distributors can propose plans that place acquired customers into an existing rate class or into a new rate class."

MR. RICHARD STEPHENSON:  Okay.  And obviously you are proposing to have them in a separate rate class; that is, separate from the existing Hydro One distribution class, correct?

MR. ANDRE:  Yes, as I discussed yesterday I think that is the best way to ensure that they get charged just the cost to serve them.

MR. RICHARD STEPHENSON:  Right.  Now, when you had this discussion with Mr. Shepherd, you agreed with him that when you make that choice -- that is, between existing or separate -- it has -- that choice has to be exercised on a principled basis, correct?  You agreed with that.

MR. ANDRE:  Agreed, yes.

MR. RICHARD STEPHENSON:  And the principles -- I just want to explore with you the principles that come no play in the choice that you made.  Presumably those principles have to be something that is in furtherance of good ratemaking and in furtherance of the Board's objectives; is that fair?

MR. ANDRE:  Yes, that's fair.

MR. RICHARD STEPHENSON:  Okay.  And as I understand it, the key principle that you have focussed on in making your selection here is the fact that direct allocation of some of the costs is possible here.  It is achievable, correct?

MR. ANDRE:  Yes.  And when it comes to some of the costs, we have been very specific, it is just the asset, the actual assets being used to serve them.

MR. RICHARD STEPHENSON:  The assets and the costs that are derived from those assets.

MR. ANDRE:  Correct, correct.

MR. RICHARD STEPHENSON:  Right.  And it is -- not only is it achievable, it actually results in a more -- a better and more accurate allocation of those costs than using the standard allocator which would otherwise be applicable.  Correct?

MR. ANDRE:  Yes, I think the evidence shows that.

MR. RICHARD STEPHENSON:  Okay.  And then thirdly, using that direct allocation methodology, it assists in the achievement of the No Harm Test, correct?

MR. ANDRE:  Yes.  By ensuring that the actual assets being used to serve those customers are allocated to them and then using the Board's principles to allocate all other costs based on the assets, we end up with rates in year 11 that are lower than Hydro One would propose to charge that are lower than the customers would otherwise pay if the acquisition didn't proceed.

MR. RICHARD STEPHENSON:  Okay.  Now, we've talked throughout this case about cost comparisons between different scenarios, and I just want to make -- be clear that there is actually two different kind of cost comparisons as I understand it that are going on here.

The first kind of cost comparison is the comparison between your forecast costs in the event the transaction proceeds relative to forecast costs in the event of the status quo.  Correct?  That's one of the cost comparisons we have been talking about, right?

MS. RICHARDSON:  Yes.

MR. RICHARD STEPHENSON:  Okay.  And then there is a completely separate cost comparison, as I understand it, that we have touched upon, and that is the cost comparison that arises by virtue of the separate rate classes, the direct allocation, or the adjustment factor.  There is sort of three different ways of saying the same thing.

So the comparison between applying the adjustment factor and not applying the adjustment factor, right?  And the separate rate classes, et cetera.

MR. ANDRE:  Right, right.  So the first part, what Ms. Richardson just replied to, is the savings in OM&A costs, you know, the costs that will be taken out of the system as a result of us acquiring the utilities and the reductions in capital costs that will happen, so those are real cost savings that impact the revenue that is going to be collected from the combined Hydro One and acquired customers in year 11.  Those are real costs.

You then turn to, okay, now that you know the total revenue requirement, how are you going to split that among the rate classes?  You're going to create new rate classes.  How are you going to allocate those costs to those rate classes?  And that is the second part that you spoke to, Mr. Stephenson, and I agree, they're two separate things.  One is allocated for the purposes of rate-setting, and the other one is real costs in terms of costs that are being taken out of the revenue requirement to be collected.

MR. RICHARD STEPHENSON:  And as I think about it, when we're talking about the comparison between the post-transaction costs forecast and the status quo, the non-transaction, if you cannot -- if the transaction -- the post-transaction costs are not lower than the status quo you don't even -- you don't even start to pass the No Harm Test.  That is really the end of the case, right?

MS. RICHARDSON:  Correct.

MR. RICHARD STEPHENSON:  Okay.  And I am not going to get into that cost comparison, but you are satisfied that for the reasons you have indicated, it's lower.  Correct?

MS. RICHARDSON:  Yes.  We have some substantial both OM&A and capital savings.

MR. RICHARD STEPHENSON:  Okay.  And in the No Harm Test and in the prior Orillia decision and in 0049, there's a discussion about, you know, the focus of the Board on the No Harm Test is looking at the pre versus post transaction cost structures, correct?

MS. RICHARDSON:  Correct.

MR. RICHARD STEPHENSON:  Okay.  And so the real nuance that has brought the focus of this application relative to previous applications -- and these are my words, not the Board's -- is looking at the pre versus post cost structures of the costs properly allocated.

It is looking -- it necessarily brings into question what that bundle of costs is when you are doing a comparison of a pre versus post, correct?  That's the second phase, that you have to undertake an appropriate and defensible allocation process to look at the two bundles of costs you are comparing?

MR. ANDRE:  Yes.  So in the original MAAD application, we spoke to the methodology that would happen at that stage of allocating costs across all rate classes.  We spoke to the methodology, but we didn't, in the original application, actually quantify what that would mean for rates and actual savings that would flow -- from a cost allocation perspective, how much of the savings would flow to legacy versus the acquired customers.

So the quantification of that methodology that was discussed in the original applications is what was provided in this second application.

MR. RICHARD STEPHENSON:  Okay.

CHAIR SPOEL:  Mr. Andre, when you're talking about the original applications, which ones are you referring to?

MR. ANDRE:  So the original MAAD applications, where the savings --


CHAIR SPOEL:  Which original MAAD application?

MS. RICHARDSON:  EB-2016-0276, which is the original Orillia.

CHAIR SPOEL:  You're talking about the original Orillia application?

MR. ANDRE:  Yes, the original Orillia, because Peterborough --


CHAIR SPOEL:  Okay, thank you.

MR. RICHARD STEPHENSON:  So we heard evidence yesterday about the immediate savings that you are anticipating and the cost comparisons.  But I just wanted to explore a little bit about what happens when the existing PDI and OPDC assets are being replaced post transaction, and how that impacts on the longer term cost benefits of the transaction.

Focussing first on the difference between the transaction proceeding and the status quo, with respect to these directly-allocated assets, things like transformers and poles and wires and stations, in terms of the acquisition cost for Hydro One to purchase those components, I take it there's no reason to believe Hydro One acquisition costs are going to be any higher than the PDI or OPDC costs.  Fair?

MR. FALTAOUS:  Sorry, can you clarify what you mean by acquisition costs?

MR. RICHARD STEPHENSON:  Buying a transformer.

MR. FALTAOUS:  That's correct.  In fact, I would actually suggest that given the size of Hydro One, we have the ability to negotiate very, very competitive prices and we can probably purchase equipment for a lower cost than PDI and OPDC.

MR. RICHARD STEPHENSON:  That was my next point.  You have the ability to buy in bulk, and you have some influence over vendors that smaller purchasers do not have.

MR. FALTAOUS:  That's correct.

MR. RICHARD STEPHENSON:  Okay.  And that applies to all sorts of components that are directly in-service within PDI.  It is not just transformers, but it is other capital...

MR. FALTAOUS:  It's all power system equipment that would be required in order to run a distribution system.  We would be able to negotiate, I would suggest, considerably favourable prices relative to smaller LDCs.

MR. RICHARD STEPHENSON:  Okay.  And then I want to talk about the other cost comparison now.  This is using the relative -- this is using the adjustment factor.

You have talked about how using the direct allocation it's obviously going to be a lower cost that is seen by the legacy -- sorry, the acquired customers relative to rolling them into your existing rate classes.

You also said that with respect to these directly-allocated assets, things like transformers, post transaction, as I understood it, when you put a new transformer into the PDI service territory the cost of that transformer and all of the associated costs are going to be borne a hundred percent within that PDI -- by the PDI customers in total, correct?

MR. ANDRE:  Yes.  That's the commitment we made for the purpose of this application, to continue tracking those costs.

MR. RICHARD STEPHENSON:  And similarly, if you buy a transformer and you are putting it in-service outside the PDI service territory, the PDI customers will face zero of that cost, correct?

MR. ANDRE:  Of transformers?

MR. RICHARD STEPHENSON:  Yes.

MR. ANDRE:  Yes.

MR. RICHARD STEPHENSON:  Directly allocated assets.

MR. ANDRE:  Directly allocated assets, yes.

MR. RICHARD STEPHENSON:  Okay.  And I just don't know if you provided this evidence, and so let me ask the question.  Even assuming -- again the costs for a Hydro One transformer, whether you put it in PDI -- a brand new one, whether you put it in the PDI space or you put it outside the PDI space, the same transformer is going to have the same cost.  Fair?  That's a fair assumption?

MR. FALTAOUS:  Yes, that is a fair assumption.

MR. RICHARD STEPHENSON:  Okay.  But am I right that in terms of the application of the allocation using the adjustment factor, you are forecasting that even as these transformers and other directly-allocated assets are replaced over time, the cost impact to the acquired customers is going to be lower than the cost impact they would face in respect of those newly-acquired assets if they were in the big existing customer classes?  Because the pro rata share that would be visited on them if they were in the customer -- in the big existing group would be higher than the directly-allocated cost for new assets.

MR. ANDRE:  Yes.  If they weren't separated then, they would be getting a share of these new transformer costs consistent with the current principles that are in the model, that basically shares all costs including these transformer costs you are referring to, basically shares it across rate classes based on things like coincident peak or non-coincident peak, annual, monthly.

So it would be getting it based on that allocation as opposed to directly recognizing how much is actually being used to serve.

MR. RICHARD STEPHENSON:  Right.  But just to be clear, and you anticipate with respect to newly-acquired directly allocated assets, those costs are going to be lower for the acquired customers by virtue of this allocation methodology as those assets are refreshed over time.

MR. ANDRE:  Sure.  By virtue of being able to use the direct allocation adjustment factors to make sure that, you know, going forward, the amount of assets allocated to the acquired classes continues to reflect the actual assets being used by virtue of recalibrating those adjustment factors to take into account any new capital assets that have been added.

CHAIR SPOEL:  So are you -- this area puzzles me a little bit because I am wondering, like in 20 years from now, let's say, let's go well past the 10-year rate freeze.  In 20 years from now, that seems to suggest that it will still be -- that the acquired utilities service areas, call them that, will still be less expensive to serve than all of your legacy areas, if every time you put something new in there, it is advantageous for those customers to continue to have a direct allocation.

I am just wondering at what point the cost to serve your legacy customers and the costs to serve the acquired customers will start to converge.  Because it can't be that, I would suggest, that over the longer term that it can still continue to be less expensive to serve, if you look at a lifetime of those assets, once they have all had to be replaced, which will happen at some point in the future, won't the cost be similar, whether you are in an acquired area or in a legacy area?

And if they're not, what are you doing in your legacy areas?  I mean, their costs are so much higher.

I mean, I am puzzled by this -- like, I understand it for the short-term or shortish-term.  I am wondering long-term if that continues to make sense.

MR. ANDRE:  Yes, Madam Chair.  So, yes, so over the long-term --


CHAIR SPOEL:  Why it continues to make sense.

MR. ANDRE:  -- 20, 30, 40 years, you will start to see a convergence between the rates that would be charged to these acquired classes and the UR class to some extent, right?

So because they will always be -- the acquired areas will always be more dense, they have -- so they will never be at the average Hydro One cost, but they will start to converge towards the UR rate class, except, as I mentioned yesterday, even the UR rate class for Hydro One -- so to the extent that we, you know, over time improve -- further improve the allocation of the UR rate class -- because you will recall I mentioned that, you know, it represents an average range of UR classes.  There was some approximations made in the density studies, so those density factors could maybe be tweaked.

If we, over 40 years, got those density factors for the UR class perfect, then you would see a convergence of the acquired rates with the urban rates of our legacy customers.

CHAIR SPOEL:  Okay, thanks, that is really helpful.

MR. RICHARD STEPHENSON:  Just to summarize that for me, as I understand it, although there will be a convergence in the costs over time, there is at least in theory the cost advantage for the acquired -- the customers of the acquired utility could be indefinite.

The magnitude of the cost advantage may decrease over time, but at least -- at least in theory it could last indefinitely?

MR. ANDRE:  I think over time you will continue to reflect just the costs associated with serving the acquired classes.  And I think the savings of 60 to 70 percent in OM&A and the savings in, you know, those kind savings that Ms. Richardson talked about yesterday will continue to benefit the acquired customers for a very long time to come, yes.

MR. RICHARD STEPHENSON:  I understood that, and I wasn't actually asking that question.  I do understand that point.  But I was talking strictly as arising by virtue of this -- the allocation methodology, there is a sustained advantage for the acquired customers relative to putting them into the province-wide customer classes.

MR. ANDRE:  Yes.  So as I just spoke with Madam Chair, there will tend to be a convergence, but, you know, yes, we continue to believe that there will be significant advantages to the acquired customers.

MR. RICHARD STEPHENSON:  I just want to then talk for a second about sort of the broader implications of the Board's decision in this case.

As I understand the No Harm Test, the No Harm Test looks both at the interests of the acquiring utility -- sorry, the acquired utility and its customers and the acquiring utility and its customers, right?  You look at both sides of the equation, correct?

MS. RICHARDSON:  Yes, we do.

MR. RICHARD STEPHENSON:  Okay.  And just to be clear for the purpose of all of these questions is a shortcut.  Just assume that whenever we're talking about a proposed transaction that there are synergy savings that are attainable, so just assume that that is a constant.

But as I understand it, in the absence of applying -- maintaining separate customer classes post-transaction, whenever there is a difference in the costs to serve between the acquiring and the acquirer, there will always be a cost-shifting that is experienced by one set of customers or the other.  Correct?

MS. RICHARDSON:  Yes.  For any utility no utility's rates are exactly the same, so it will always be some shifting of cost.

MR. RICHARD STEPHENSON:  I just want to focus on costs as opposed to -- I appreciate the rates will reflect the costs, but -- and so there will always be a cost-shifting from the formerly higher cost group to the formerly lower class group, because there will be an averaging of the costs across both groups unless you keep separate classes.  Correct?

[Hydro One panel confers]

CHAIR SPOEL:  Mr. Richardson (sic), while they're conferring, you have gone over your 20 minutes.  How much longer do you think you are likely to be?

MR. RICHARD STEPHENSON:  This is my last area.  I am hoping about five more minutes.

CHAIR SPOEL:  Okay, fine.  We will allow you that.  I'm sorry, I called you Mr. Richardson.  I meant Mr. Stephenson.

MR. RICHARD STEPHENSON:  I went through five years of high school with somebody named Stephen Richardson in my class.

[Laughter]

MS. RICHARDSON:  Sorry, Mr. Stephenson, so we just want to make sure we're understanding.  Are you saying if there is the capital costs with two companies who would be acquired -- the costs to be -- the change of the costs between a higher cost and lower cost?

MR. RICHARD STEPHENSON:  Well, there will be -- in the absence of keeping the customer classes between the two utilities separate, there will be the -- post-transaction, there will be -- all customers will pay the average costs, right?  Correct?

MR. ANDRE:  Yes.

MR. RICHARD STEPHENSON:  That's the simple output.

MR. ANDRE:  Sure.  If you are talking at a high level, yes.  Once you merge them, you know, then there is a cost averaging that happens unless you do something to try to mitigate that.

MR. RICHARD STEPHENSON:  Yes.  We're assuming no mitigation for the purposes of these questions.

And so looked at through the lens of the customers of the formerly lower-cost utility, there will be -- always be inevitably a shifting.  They will experience a shifting of costs from the higher cost group to the lower cost group, because everybody pays average.

MS. RICHARDSON:  For the assets that would remain and be repurchased, yes, there would still be savings from assets that would not need to be purchased.

MR. RICHARD STEPHENSON:  Understood.  That is always a net benefit.  I got that.  But my point really is this.  What we've just talked about, it doesn't matter whether the lower-cost utility in this situation is the purchaser or the vendor.  Does it?

MR. ANDRE:  Yeah, that high-level principle of averaging applies in either case; that's right.

MR. RICHARD STEPHENSON:  And so if -- if the Board doesn't want this cost-shifting to happen, because they don't want harm to occur, and if the Board doesn't like your methodology of allocating directly allocated costs and keeping customer classes separate, there really isn't at a high level any other tools in the tool box, so to speak, that would allow the Board to achieve a No Harm Test, is there?

When you have two -- unless you have utilities with relatively equal cost bases, there will always be one group or the other facing an increase.

[Hydro One panel confers]

MR. ANDRE:  Sorry, Mr. Stephenson, could you just -- and I hate to do this, because I know it was a long question, but once we discuss, by the time we finish discussing we have forgotten what the original question was.

MR. RICHARD STEPHENSON:  It was really just this, you know, you have proposed this mechanism, maintaining separate rate classes -- thank you.

In the absence of maintaining -- my point really is this:  In the absence of being able to maintain separate rate classes and provide a principled justification for doing so, whenever you have two utilities that have different costs, you will never be able to meet the No Harm Test.

MR. ANDRE:  Well, I think the only qualification to that, Mr. Stephenson, is depending on how much savings you incur as a result of merging those two classes, the benefit of those savings could get shared among those two classes so that the net -- or those two sets of customers so that it provides a net benefit to both.  So I think that is the qualification.

MR. RICHARD STEPHENSON:  Fair enough.  But that will depend upon two things.  One is the magnitude of the two players, and the second really is the magnitude of the differential in the costs between the two players, right?

I mean, that could -- that will determine the total cost differential, and will determine how much costs you need to extract by virtue of the savings from the transaction.

MR. ANDRE:  That's true.  But, you know, the first set of IRs that Mr. Shepherd took me to yesterday -- which are also in our responses to PDI interrogatory I-148 and OPDC interrogatory I-1-9 show that with our proposal -- so we have a large being combined with two relatively small utilities and we're still able to -- once you account for the reduced revenue requirement associated with serving those two utilities together, we are still able to generate benefits and savings relative to what they would have otherwise paid had they not been acquired.

MR. RICHARD STEPHENSON:  Right.  But I just want to finish with this.  Am I not right that the issue for the Board in managing the No Harm Test isn't about whether the purchaser or the vendor is the lower cost utility.  The issue for the Board is what is the magnitude of the cost differential between the two players and can those costs -- can that cost differential be managed through any one of these mechanisms, such that it can result in both sides winning?

MS. RICHARDSON:  I agree.

MR. RICHARD STEPHENSON:  Thank you.  Those are my questions.

CHAIR SPOEL:  Thank you.  Mr. McMillan, I think you are next.
Presentation by Mr. McMillan:

MR. McMILLAN:  Do I start now?

CHAIR SPOEL:  You can start asking your questions.

MR. McMILLAN:  I am going to read a briefing from the time of 1990 through, and it's going to take about ten minutes.

CHAIR SPOEL:  Okay, thank you.

MR. McMILLAN:  Selling Orillia Power Distribution to Ontario Hydro...

CHAIR SPOEL:  Sorry, Mr. McMillan, are you wishing to make -- either is fine, I just want to find out.  Are you providing us with comments or...

MR. McMILLAN:  I am setting the stage to ask the questions.

CHAIR SPOEL:  Fine, thank you.

MR. McMILLAN:  Selling Orillia Power distribution to Hydro One is just a next step of a long line of Orillia Power and Orillia Water light and Power initiative steps that have degraded the power system of Ontario, and is the leading contributor to the economic decline of the province.

This sale is another example that should not be allowed, as it does not pass the Do No Harm Test.

Orillia Power has consistently made decisions in favour of corporate gains that have been significant negative impacts on the people of Ontario, specifically rural Hydro One Distribution customers.

In 1990, Ontario Hydro shifted the costs of high voltage transmission lines of Orillia Light and Power to Ontario Hydro.  This was the first step, the first ever step of separation of high voltage and local distribution.

This has -- had a yearly benefit to the City of Orillia of 1.1 million a year.  This was the first example of Orillia working towards personal profits at the expense of Hydro One customers, or Ontario Hydro at the time.

The net benefit for Orillia was 1.1 million a year from 1990 to 1997, and resulted in early retirement of thirteen personnel and line equipment.

After acquiring more equipment than employees had to operate from 1990 to 1993, they returned 1.1 million to the hydro consumers of Orillia for three years, from '94 to '97.

In 1994, the free trade agreement come in and gives Americans rights to water and generation, something that we have to keep track of here; it will lead into it later.

The point is hydro generation and water rights go together.  Selling hydro to the United States is also selling water rights.

Orillia, as explained to me by management, was promoting a selling power to United States and the larger markets.  I was told that the motive was for profit, and not for the people.

Orillia hired an ex-Hydro employee, Gord Davidson, who was responsible for shifting costs of high voltage transmission in 1990 on the hydro side.

In 1997, Gord Davidson was removed from his job for   misappropriation of funds -- not himself, but he got mixed up in it.  And he was fired and he cannot complete his agreement with Ontario Hydro, which would have seen Orillia take control of the high voltage transmission line from Minden to Muskoka, from Muskoka to Minden and south past Beaverton.

His idea was hydro power alone could not sustain the returns to Orillia because the nuclear plants -- the new nuclear units would make power so cheap that the newly high developed efficiency units.  He -- he wanted to maintain returns to Orillia by controlling, charging for the high voltage transmission of power through key areas.

At that time, he was looking at reliable electric car and expansion of the Darlington B station.

1997-98, Gord Davidson was replaced with the present, John Mattinson, an interim manager of Orillia Light and Power.  His first act was to stop the consumer rebates from the public owners and users to the city. The second was to participate in the break-up of Ontario Hydro.

His third action was to create the Ontario Water Power Association, of which he became chairman in 2001.  This included Ontario Hydro's power stations.  If you look them up, you will see that he was under command of all of the hydro stations in Ontario.

In 1997-'98, to the break-up of Hydro, a crisis had been manufactured.  A power shortage was created.  Seven nuclear units were shut down under legal protest of the power system operators.  I became concerned at this point because our security system was at risk because of insufficient power supply.  I informed Mr. Mattinson of my concerns.  He was angry when I showed him the numbers.  The load demand at the time was 23-24,000 megawatts and could not be met, if even one more nuclear reactor would go down.

He told me not to be concerned about it.  It was not my business.  I was not to talk about it.  And he threatened my job.

Two weeks later we got an order to operate in preparation for a power outage, which would shut down the residential sector at two-hour intervals throughout the city.

A week or two after that, looking at the case for what he was offering, I informed Mr. Mattinson I did not feel safe as a lead operator for the security of the people on the home sick list in and around Orillia.  His response to me at that time was, I have an operator's ticket.  I would be on my own if someone loses their life.

In 1999, I became sick with stress.

In 2000, Orillia Light and Power dissolved without a proper referendum, and Orillia Power Corporation was created.  Management explained the transformation by saying that we were no longer obligated to work for the benefit of the consumer; we are now in the business of making money for the corporation.  We were verbally instructed to hold back power generation to drive up prices at least to exceed 3 cents a kilowatt of daytime water power.  There was not open market for price yet, but it was setting the stage for what was to come.

By 2002, Ontario was creating the open market. Hydro One was up for sale on the New York Stock Exchange for 10 percent of its value, and $5 billion did not even begin to touch the real value of road and property right-of-ways, land holdings, future generation sites, et cetera.

At the same time, Orillia Water Light and Power chairman, Mr. Mattinson, was overseeing the sale of four hydro stations of 500 megawatts capability of daytime peaking power on the Massissaugi River to the Brooksfield power corporation, it was Brascan at the time. That was one-fifteenth of the total daytime peaking power for the province, which was critical for keeping power consistent, cheap, and the reason we had industry in Ontario.

We were also eliminating the need to buy power.  We were actually a net exporters of power, which allowed us to make our power even cheaper before the power crisis created in 1998.

As a result of the nuclear shutdown coal had to be run for base load instead of only for backup and peaking power.

Using coal as peaking power is part of what kept the power mix cheaper, because we owned it and we did not use gas that we had to import.

This opened the door for Jack Gibbons, the Clean Air Alliance, and John Mattinson join forces to have the coal plants closed in Ontario.

But this was conveniently increased -- but this also conveniently increased the profits of the Orillia Power Corporation.

By March 2002 I reported to The Packet and Times that it was exaggerate -- that we were exacerbating the potential for a massive blackout in Ontario.  That was in The Packet and Times in Orillia.

I was concerned about the possibility of causing people harm, especially those who depend on our power at their homes for life-support systems.  We had 85, 90 people on life support at the time.  And I was only speaking of Orillia, but that was the whole of Ontario, if you multiply 90 people, 30,000.

I was subsequently fired but returned to work with wrongful dismissal, only to have my job threatened repeatedly for the next while.

May 2002 I met with Eves and Garfield Dunlop and explained to him the implication of the FTA on the sale of Hydro One.  I advised him in writing that the power would rise 3 or 4 hundred percent and would be unreliable and unsustainable.  He argued that the debt was -- the problem with Ontario Hydro was too great.  The debt was .7 cents a kilowatt hour.  On a 1,000 kilowatt home it was $7 a month and would have been paid off by 2012.  I informed him all of that.  Simply manufacturing -- anyway.


I outlined my concerns with supporting evidence and forwarded it in writing to Eves through Garfield Dunlop,  and that continued.

After May 1st, 2002, flow manipulation continued.  With increased power prices, industry began to leave and was already in the business of leaving Ontario, and our need for power was going with it.

June 2002 my opinion was a strong possibility that the drownings at the Barret Shoot were related to the dumping of water instead of producing electricity.  This was mentioned by the judge presiding over the investigation on the occurrence, and he said it was due to deregulation.

September 3rd, 2002, manipulation spiked while they shifted -- prices went to $970 a megawatt-hour at 14 o'clock in the daytime.  I was on shift.  It not only went to $970, it peaked out at $1,900, $1.90 a kilowatt.

August 2003, the culminating events of the manufactured power crisis had justified privatization.  The blackout occurred.  It is what is used to justify everything from higher prices, smart meters, coal closures, deregulation of the MUSH sector, retail marketers, overpriced green energy contracts, and the power system issues we are facing today.

In 2004 Orillia sends a letter to the Ontario Energy Board pushing for a meter change.  They were looking to install a smart meter so that they could maximize profits.  These meters would have had disconnect capabilities when people had used power they had purchased.  Your power would automatically shut off, winter or summer.

It provided a direct service to the power company at expense of the vulnerable and the increasingly at risk of not being able to afford the kinds of prices Orillia's power corp company was pushing for.

I subsequently got that stopped by Garfield Dunlop.  I told him what it was, that we were going to attack the vulnerable of our city that had trouble paying the power rates at the time.

In 2006-2010 a member of the Orillia City Council met -- I submitted resolutions to Queen's Park and attempt to stem the disaster being created by our power system.

2007, Bruce Duncan, Orillia purchasing agent member AMO, supports increasing power rates and financing city hall through the power company.  This is, again, Orillia's benefiting from taking advantage of the power consumers for their benefit.

Since that time Orillia and Hydro One and Peterborough power have continued to transform the power system in their favour.  I shouldn't say Hydro One.  They continue to push for a policy change that benefits at the expense of the rest of the people.

2009, the collapse of the industry in 2008 pushed prices to 3 cents a kilowatt-hour, forced Ontario Water Power Association to go from a market power to contract power.  To maintain higher price and profits in the City of Orillia Power lobbied the IESO and the OEB here to bail out the private power producers, including Orillia, Peterborough, and Brooksfield Power in a form of a heritage hydro contract.

The Green Energy Act endorsed -- is endorsed by Orillia and passed.  It is include -- it included the heritage hydro contracts.  They paved the way for a foreign corporation to Bruce Power for a guaranteed 44 cents a kilowatt-hour, even though we had a huge power surplus.

They did this even knowing that we would have to pay the United States to take our cheaper power, also green power, from our public hydro stations.

This, according to the David Orchard, who gives rights to the Great Lakes Basin of the United States, Shane Pospisil, who is the Minister of Energy from science and technology, come to Orillia to support Mr. Mattinson, and after he got left -- department of energy, he went to the United States advertising the green contracts in Texas.

CHAIR SPOEL:  Mr. McMillan, if you have questions for this panel --


MR. McMILLAN:  I am coming to questions --


CHAIR SPOEL:  Okay.  Because this is interesting, but there is actually nothing -- this is not going to feed into our decision --


MR. McMILLAN:  Yeah, it will.

CHAIR SPOEL:  -- I expect.

MR. McMILLAN:  I am sure it will.

We were manipulated into privatizing the power system where reduced the benefit of the people, the promise now generates profits for profits for corporations.  Allowing Orillia Power to sell their local distribution lines to Hydro One and their technology control centre in Orillia is just another manipulation.  There is no need for transmission and distribution of Hydro One to be separated, and in fact it is more efficient and more responsibly run together.  There is purely a financial deal for the benefits (sic) of Orillia.  Anyway.


And it does not meet the standards of the No Harm, because all it does is contribute to financial harm for all consumers of electricity.
Cross-Examination by Mr. McMillan:

Okay.  My question begins.  How was the purchasing of Orillia Power distribution lines not another example of Orillia Power generating profits at the expense of rural hydro customers, especially considering that Hydro One will have to upgrade Orillia's power distribution to Hydro One's standards?  I would ask that of Hydro One.

MR. ANDRE:  So what I would point you to, in terms of not causing harm to Hydro One, is if we take you to interrogatory response I-2-43, which you will see on your screen -- oh, sorry, that is PDI.  My apologies.  For Orillia it is I-1-11 in the 0270 case.

If you go to page 2, you will see that what Hydro One has produced -- in 270.  I don't think you are in -- yeah, in 0270, the Orillia filing.

So, sir, what we show there is Hydro One's forecast of what will happen to both OPDC -- that is the top table -- and then Hydro One customers in the bottom table.

And you can see in year 11 the last two columns are year 11 with consolidation and year 11 without consolidation.

So you can see, for example, for residential -- Hydro One's residential UR legacy customers, with the consolidation we anticipate that their distribution charges would be $42.25, for a total bill of $130.  But if we don't consolidate, then the distribution charges to those same UR customers would be $44.87 or 132.92 total bill.

So the consolidation, while it has significant benefits for OPDC customers, it also does result in a slight reduction of the charges that would incur to legacy customers.

MR. McMILLAN:  My response when I asked Mayo Smith, the $6 million man at city hall what was the benefits, he didn't make himself clear.  But what is being said in Orillia in the papers that Orillia would have -- or Hydro One would have to upgrade Orillia's infrastructure to Hydro standards.

In other words, Orillia's going to have to require a lot of underground high voltage power lines along the waterfront of the city, and somebody's got to pay for it.  So it has to come out of rural Ontario.  If Orillia is -- there is no point in Hydro One buying Orillia Power Distribution.

Anyway, I want to move on.

MR. FALTAOUS:  Sorry, I was just going to say I am not aware of any such plans.  And I can tell you that, you know, from the perspective of we have developed the plans for Orillia over the next ten years. There are no such plans, and certainly not from a distribution perspective, to start --


MR. McMILLAN:  High transmission voltage lines have to come through.

MR. FALTAOUS:  So the transmitter is -- you know, transmission work is done separately.  So irrespective of whether the assets are owned by Hydro One Distribution or whether they're owned by Orillia, if there is a need for transmission work to happen, it will happen irrespective of this transaction.

MR. McMILLAN:  Exactly.  And the only question is who pays for it?

MR. FALTAOUS:  So I think to clarify, transmission work generally is funded by the transmission rate base, where it is being driven by a large need.

If the need is being driven by a specific entity, a specific customer, then it is that entity that would ultimately be on the hook for it.

MR. McMILLAN:  To Orillia Power, Mr. Hurley.  In my time at the council of the City of Orillia, I wrote three resolutions to Queen's Park, one against coal closure, one objecting to the smart meter, and one for deregulation of the MUSH sector.

That meant the city voted against those things and the power corporation seemed to got its way.  Can you explain to me how the power corporation got its way with those initiatives.  Mr. Mattinson at the time promoted Green Energy, coal closure.

He come down to the Ontario Energy Board, he asked for a meter change, a peak meter to be put on the residential consumers' homes.  Can you explain to me how he got that through when the city asked him not to do it?

CHAIR SPOEL:  Mr. McMillan, there is nothing we can do in this hearing about past management or decisions made by Orillia Power.

We are looking at a proposal by Hydro One to acquire Orillia Power and while there may be issues about past management decisions, there's nothing that we can do about those things here.  So it is beyond what we can deal with.

MR. McMILLAN:  Okay.

CHAIR SPOEL:  We appreciate your concerns, but this is unfortunately not the venue.

MR. McMILLAN:  I am trying to build up the case that where we're going now from these past decisions are leading into this decision, and that is what I am trying to do.
It won't take me long.

CHAIR SPOEL:  Well, okay.

MR. McMILLAN:  So Mr. Gibbons and...

CHAIR SPOEL:  Sorry,  I am not actually going to allow you to ask questions about the past management of Orillia Power.

The focus here is on what is likely to happen going forward, not why the decision was made by Orillia, by the Orillia city council -- the City of Orillia, which I guess is the shareholder of Orillia Power.  The decision -- why they made the decision to sell to Hydro One is not something that we are enquiring into here today.

That is beyond the scope of what we are empowered.  We get our authority from the government of Ontario to do certain things.

MR. McMILLAN:  Yes.

CHAIR SPOEL:  That is not within the scope of what we are allowed to do.

So we can't entertain those kinds of questions.  We've heard your statement about the past.  It is useful, but there is nothing that we can actually do about it.  So I am not going to allow you to ask questions about the motivations of Orillia in doing the deal --


MR. McMILLAN:  Okay.

CHAIR SPOEL:  -- or whether it is a good deal, or whether they could have done a better deal.  The question is, what is the impact of the deal going to be on the Orillia ratepayers and on the Hydro One ratepayers.

So it is looking forward, not the reasons for the transaction.

MR. McMILLAN:  Okay.  What I was trying to establish why you shouldn't look into this deal and why you shouldn't accept this deal is because of the implications of the things that happened in the past.

And the reason being is that the downloading of costs on to rural -- we're creating a divide between rural Ontario and urban Ontario.

The divide is making the rural Ontario poor.  We used to have a rural rate allowance in the province to help subsidize the long lines and low density.  Well, we seem to be losing all of that, and the impact of that is it's putting rural Ontario at a disadvantage.

And the disadvantage comes by the leverage of the urban municipalities to lobby, to take money for infrastructure or whatever.  And they're doing well at it.  I will give them all of that.

But rural Ontario is suffering.  And this divide, if we don't stop making this divide in favour of urban Ontario, we will give them the leverage to look down and pull money out of rural Ontario.

And this is the case I am trying to make.

CHAIR SPOEL:  I understand that and that is a very valid concern.  But if you have questions -- the problem is we're dealing with one transaction, not the province's policies, not the overall thing.  We are looking at these two -- not one, two transactions.

MR. McMILLAN:  Yes, I understand.

CHAIR SPOEL:  If you have questions specifically of what the impact of this -- what the impact of this transaction will be on rural rates for existing Hydro One customers, those questions are fully appropriate.  You can ask these witnesses questions that relate to what the impact of the transaction is going to be on the rural customers, the existing rural customers.

But the sort of a general question about the role of urban municipalities and Hydro One and rural and the province's policies is beyond what we can deal with here today.

But if you think that these transactions are going to negatively impact rural -- Hydro One's rural customers, then you please ask questions of these witnesses that will help you to establish that, because they're here to give evidence about what might happen.

So you can ask them questions about that.  The questions have to be more focussed on the specific impact that it might have on the rural customers that you have stated is your concern.

MR. McMILLAN:  When somebody offers another service restricting costs, such as you're going to lock down your 10-year agreement on rates specifically for the people in the urban community, isn't that a direct compensation from the rural community that you are supposed to be representing as Hydro One Distribution?

MR. MERALI:  Mr. McMillan, I am not sure if you heard the testimony from yesterday and earlier today.  But based on the nature of the deal, if Hydro One did in fact need to invest significant amounts to upgrade the infrastructure in Orillia for instance, rural Hydro One customers would not pay for it.

So there are protections based on the nature of the deal that would prevent what you are hypothesizing from occurring.

MR. McMILLAN:  My understanding of governments and what you are offering can be changed in a moment's notice.  And there's examples all along.

When Hydro One got put up for sale in the United States, without any discussion on the public's behalf, it was up.

So if you are going to tell me that you can guarantee that something like rates are not going to change or try to pretend that you can guarantee the people of Orillia anything.  I would have to question that.

MR. MERALI:  Based on my understanding, without OEB approval those protections would be in place.

MR. McMILLAN:  All right.  If I can't produce what I can to show the direction of how this money has came from the smart meter has done to the people, how the MUSH deregulation has done to the people.  It was all lobbied for.  If I can't explain that, if I can't explain why a poor 140,000 hydro bill increased for the City of Orillia, Soldiers' Memorial Hospital, that is taken out for profits for the city administration, and then taken that $1 and adding Simcoe County dollars, Ontario province dollars and the federal dollars to that dollar, this is where we're at.

We are at a breakdown of our social system, our social structure of rural Ontario, social structure of urban Ontario.  And there is - right there, $440,000 increase for one hospital.  145 hospitals in Ontario.

CHAIR SPOEL:  So Mr. McMillan --


MR. McMILLAN:  So I am just trying to make the case --


CHAIR SPOEL:  No, and I think -- I think -- so what I would suggest is, you have made your point very well.  We understand your concern that the long-term impact of this transaction may be -- or your concern is that it will be that the ratepayers, the rural ratepayers, Ontario Hydro One's rural ratepayers, will end up paying more in order not to have the ratepayers of Orillia -- the urban ratepayers in Orillia and Peterborough pay the full cost of serving them.

I think that is your concern, that the extra costs are going to end up visited on the rural ratepayers.  And we hear you.  We understand your concern, and we will take that into account, your expressed concern into account, when we make our decision.  But I think that is probably the best we can do for you today.  We have heard you.  And we understand your concern.  You have articulated it very well.

MR. McMILLAN:  Well --


CHAIR SPOEL:  And if you want -- and at the end of the hearing there will be an opportunity to make -- you can make written submissions as well.  You can send in comments -- you can send in a submission in writing, which we will consider along with the submissions made by the other parties.

So I think you have expressed your concerns very well, and we have heard them.

MR. McMILLAN:  Yes.  Well, the point being --


CHAIR SPOEL:  Including your comments about what is going to happen, how do we know in the future you are going to be able to --


MR. McMILLAN:  Well, it's happening, right?

CHAIR SPOEL:  -- what is going to happen in the future and how do we know it's really going to happen.  So we have heard that, and we will address those -- we will address your concerns in our decision.

MR. McMILLAN:  Okay.

CHAIR SPOEL:  And that is the best we can do for you.

MR. McMILLAN:  And just to finish up here, it is the power of control of the urban and the benefit of the expansionism of, like, you can look in Orillia, and housing is going on like crazy, money spent, like, and you look in the rural community, you don't see nothing happening.

CHAIR SPOEL:  Right.  No, I understand that.

MR. McMILLAN:  I mean, that is devastating --


CHAIR SPOEL:  Yes --


MR. McMILLAN:  -- and all of the legislation was pushed through the power system.

CHAIR SPOEL:  Right.  No, we understand your concerns and we hear you.

MR. McMILLAN:  Okay.

CHAIR SPOEL:  And we will address these issues.  The issues you have raised will be addressed in our decision, and we appreciate your time coming here today and participating in this process, which I know is not an easy one for citizens like yourself to participate in.  So thank you so much for your time.

MR. McMILLAN:  Well, I am fully capable of participating in power system management, ma'am.

CHAIR SPOEL:  Okay.  Well, that's good, because I am not.

MR. McMILLAN:  Thank you very much.

CHAIR SPOEL:  Thank you.

Mr. Millar, would Board Staff like to go?

MR. MILLAR:  I am prepared to go.  I don't know when you were looking to take a morning break, so I am in
your --


CHAIR SPOEL:  Well, around eleven o'clock.  Why don't we go for about 20 minutes and then take a break.

MR. MILLAR:  Okay, sounds good.

CHAIR SPOEL:  Thank you.
Cross-Examination by Mr. Millar:


MR. MILLAR:  Good morning, panel, or panels.  My name is Michael Millar.  I am counsel for Board Staff.

Mr. Shepherd had covered at least in part some of the areas I was going to go through, so I am going to do my best to not be repetitive.

Let me begin by -- I have prepared a -- or staff has prepared a compendium that we were going to go through today which I provided to all of the parties on Friday, I believe, and I think the Board panel has it as well.  And unless there are any objections I would suggest we mark that as Exhibit K2.1.
EXHIBIT NO. K2.1:  BOARD STAFF COMPENDIUM.

MR. MILLAR:  And I should point out all of the documents in here are either taken directly from the record or are derived from the record or are documents that were provided to my friends on Friday.

So let me just start with a little bit of table-setting and review to remind us where we are with respect to these applications.

First of all, I think, as we have heard, it is your proposal to put the customers of Peterborough and Orillia in new separate rate classes after the deferral period.  Is that correct?  First let's start with the deferral period.  They would remain separate during the deferral period.  We are all agreed on that?

MR. ANDRE:  Yes.

MR. MILLAR:  And then if I understood you correctly, that would continue after the deferral period, or is that still something to be determined?  So after year 11?

MR. ANDRE:  After year 11 our proposal is to create new rate classes for the acquireds.

MR. MILLAR:  Okay.  And separate rate classes for Peterborough and for Orillia is what is contemplated?

MR. ANDRE:  I think I testified yesterday that right now the differences in their costs appear to be sufficient that it would merit having two separate classes.

I think we would look at the situation in 11 years from now and see if putting them into the same urban acquired class, whether that would generate any kind of significant impacts for the customers.

If it doesn't, if those two have converged sufficiently, then we might consider one class, but right now our proposal is to, yes, create separate rate classes.

MR. MILLAR:  Okay.  And as you have also pointed out, creating new classes is something that is contemplated as a possibility in the MAADs handbook.

MR. ANDRE:  Yes, that's correct.

MR. MILLAR:  You took us to that yesterday.

Now, as Mr. Shepherd reviewed with you, you do have existing rate classes into which those customers could be slotted.  Is that correct?  The urban residential rate classes, the one we have been talking about.  Absent new rate classes there are classes you could put these people into.  Is that fair?

MR. ANDRE:  You could put them into it, but it wouldn't appropriately reflect the actual assets.  So by putting them into those classes you would be allocating more assets associated with serving the acquired classes than are actually required to serve.

MR. MILLAR:  And there was a lengthy discussion -- and I'm just doing this by way of review, not meaning to be argumentative about these points, but there are existing rate classes, obviously, at Hydro One, where you could put acquired customers.

MR. ANDRE:  Those existing rate classes are a better alignment than putting them into, say, the R2 rural class or the R1 medium density class.  They provide a better alignment, but I think it's been very clear that those are urban rate classes still not truly reflecting the lower costs associated with serving an urban -- sorry, I think I said rural -- an urban class, and so putting the acquireds into that urban class, while -- if I had to put them into a legacy class, that would be the one.  But that one would still continue not to appropriately reflect the actual assets required to serve.

MR. MILLAR:  I understand your position on that.

The 89 acquired utilities were put into existing rate classes; is that correct?

MR. ANDRE:  Yes.  The options associated with merging them at the time were discussed in that hearing, reviewed by intervenors.  I think there were a number of issues associated with those 89 classes that would have been discussed at the time.

So that was the proposal then, yes.  That is not our proposal today.

MR. MILLAR:  Understood.  Would you agree with me that if you were to put Peterborough and Orillia customers into your existing rates today, that would cause harm to them in that the rates would increase?

MR. ANDRE:  If we were to do it today?  Based on 2019 rates?

MR. MILLAR:  Yes.  Correct.

MR. ANDRE:  I mean, based on 2019 rates for Orillia and Peterborough, Orillia hasn't rebased for ten years.  Peterborough -- or nine years.  Peterborough hasn't rebased for six years.  So their rates right now are considerably lower than what their actual costs to serve would be.

But, yes, putting them into the urban class, as I have been saying all along, would not appropriately reflect their cost to serve and would generate higher rates than their current rates, yes.

MR. MILLAR:  Can I ask you to turn to page 1 of our compendium, which is probably page 2 of the PDF.  Yes, that is it there.

And this is just information we took from the record, and we put it all in one place.  And I want to start with your assumptions with regard to the 2019 base monthly distribution charges in revenue requirement for that matter.

For Orillia and Peterborough, as you have pointed out, they haven't rebased in whatever it is, six and nine years respectively.

If I understand correctly, the way you've derived the 2019 revenue requirement, and I guess the rates that flow from that, is you simply took their revenue requirement from the last rebasing and you trued it up for the IRM adjustments that have happened since that time.  Is that correct?

MR. ANDRE:  Yes, that's one component.  So we would have accounted for the rates that would be coming from -- sorry, the revenue that would be coming from rates and adjusted those for IRM.

We would have held external revenues constant throughout that period, and we would have included the low voltage costs as part of that.  So low voltage costs are part of the 2019 revenue requirement number you see there.

MR. MILLAR:  But you didn't do any adjustments to rate base, or anything like that?  You essentially took the revenue requirement from the last rebasing, you held a few things constant, but then you just trued it up for IRM.

MR. ANDRE:  That's correct.  Just to be clear, the IRM adjustments would be the ones that have actually taken place.

MR. MILLAR:  That was my next question.  Did you actually look at the IRM adjustments that took place -- in fact Peterborough and Orillia both have rates today.  Are those broadly reflective of what we see in the chart Here?

MS. RICHARDSON:  Yes.  We looked at what the amount was approved for each of the utilities at the years they had requested it.

So for Peterborough, they did not request a price cap increase in 2017 and 2019.  And Orillia forfeited their price cap increase from 2017, 2018 and 2019, as a result of being in negotiations with the MAAD with us.

MR. MILLAR:  Okay.  Thank you for that.  Maybe you can help me with something.

If we look at page 1 here -- actually, let's flip to page 4.  This is one of the things where you notice after you print it off that maybe you should have used a larger size.  I don't know if that can be blown up on the screen because it is quite illegible in my copy.

This is simply the Board's rate calculator, which allows people to go in and type in their utility name and this is the data that pops up with respect to that.

So if you go down a little way, you will see Peterborough, and this is supposed to be monthly bill. And I should state this is data from 2017, not 2019.

If you scroll down to Peterborough, you see a figure of $94.64 a month.

Then if I could ask you to turn to page 9 of our compendium, this is a response to a SEC Interrogatory No.43.  You show Peterborough's monthly total bill to be 107.18 for 2019.

I appreciate there is a two year difference there, but that is a significant difference in numbers.  And for all I know, it is based on how the calculations are done or something like that.  But it struck me there was -- those numbers were not the same and they weren't even particularly close.

Do you have any insight as to why that might be, other than the passage of two years?

MR. ANDRE:  So I would have to look at the bill calculator.  I know, for example, regulatory assets, so riders, would be I think in the bill calculator numbers, whereas it wouldn't be in our base distribution.

MR. MILLAR:  Those would tend to drive rates higher not lower, wouldn't they, typically?  I mean there can be negative rate riders, but...

MR. ANDRE:  Typically, yes.  So Peterborough is, Peterborough in that chart is what?  $94?

MR. MILLAR:  94.64, yes.

MR. ANDRE:  You're showing for residential 107, so that could be part of what is contributing to it.

The assumptions -- I think if you really want to understand all of items that contribute to that difference, certainly we could take an undertaking to look at that.

But it is the commodity prices that are assumed.  It's the impact of riders that are assumed.  It's the impact of retail transmission service charges.

I assume low voltage charges are included. I know they're included in the 107 number.  I don't know if they would be included in the numbers from the OEB year book.

But, yeah, I know that there are a number of differences that could generate those differences and --


MR. MILLAR:  Rather than us speculating, you have kindly offered to take an undertaking to do that.  Maybe that is a more efficient way for us to use our time.

MR. ANDRE:  Absolutely.

MR. MILLAR:  Let's mark that as J2.1, and it is to, I guess, discuss the differences that are shown from the Board's bill calculator for 2017 versus your assumption with respect to the monthly average bill for Peterborough and Orillia in 2019.
UNDERTAKING NO. J2.1:  TO DISCUSS THE DIFFERENCES SHOWN FROM THE BOARD'S BILL CALCULATOR FOR 2017 VERSUS THE ASSUMPTION WITH RESPECT TO THE MONTHLY AVERAGE BILL FOR PETERBOROUGH AND ORILLIA IN 2019

MR. MILLAR:  Okay, thank you.  Let's go back to, I guess, page 1.  For Hydro One, you've got both the base monthly distribution charge and the revenue requirement for 2019.  Where did you get those numbers?

MR. ANDRE:  Those numbers would be from our -- from the draft rate order -- sorry, not the draft rate order, the rate order that was approved by the Board in our recent 0047 distribution application.

MR. MILLAR:  Your last rebase, was it 2018?

MR. ANDRE:  Yes.  We rebased in 2018.  And then because we were already into 2019, 2019 rates were actually established as well.

MR. MILLAR:  Right.  But the 2019 rates were based on a custom IR formula.

MR. ANDRE:  That's correct.  The adjustment in 2019 was a custom IR adjustment, yes.

MR. MILLAR:  And the 2019 numbers, obviously there would have been rate riders associated with the 2018 increases.  But those, I assume, are not included in the 2019 rates.

These are your stripped bare 2019 rates.  Is that a fair way to look at it?

MR. ANDRE:  Yes, that is my understanding.  And subject to check, I can confirm.  If it's different, I will advise you.  But that is my understanding, that those are just the base rates.

MR. MILLAR:  How about if it is different you can put that in the undertaking, but I assume that is what those numbers are.

MR. ANDRE:  Yes, that is my understanding.

MEMBER ANDERSON:  Mr. Andre, I am just looking at the transcript here.  It said that you said this was from your 0047 distribution application.

MR. ANDRE:  49.

MEMBER ANDERSON:  Did you mean 49?

MR. ANDRE:  I meant 49.  Thank you, Ms. Anderson.

MEMBER ANDERSON:  Thank you.

MR. MILLAR:  All right.  Let's continue on here.  Again, I don't want to be repetitive of what Mr. Shepherd had been over, so I will be quick on this.  But let's look at the current rates.

You would agree with me -- let's start with Orillia, Orillia's current rates are measurably lower than Hydro One's rates for 2019, when you compare it to the urban residential.

For example, their monthly charge is 30.94.  Yours is 34.26.  That's an 11 percent difference?

MR. ANDRE:  Yes, I see that number.

MR. MILLAR:  And then if you look at general service under 50, the difference is about 3 percent, and then GS over 50, about 255 percent is the difference?

MR. ANDRE:  Yes, and the larger difference for the GS class, we spoke about that yesterday, that is driven because of the different assumptions or different inputs to the model with respect to the minimum system and PLCC adjustment which, for Hydro One, drives more of the costs to be collected from the general service demand class than the residential.

MR. MILLAR:  That's the one that really stands out obviously, and I do appreciate there are some differences in what goes into those costs.

But just from the numbers we see here, subject to your clarification as to why that might be, those are the differences we're talking about?

MR. ANDRE:  Yes.

MR. MILLAR:  Okay.  Let's flip to the year 11 no consolidation scenario.

First, I just want to -- I think we have been over this, but the no consolidation scenario is your forecast of what all three of the utilities' rates would look like if the merger do not happen; in other words, if you continue on as separate entities as you are today?

MR. ANDRE:  Yes.

MR. MILLAR:  That's what we've also been referring to as the status quo scenario?

MR. ANDRE:  Correct.

MR. MILLAR:  Okay.  So status quo and no consolidation or without consolidation, those are all the same thing.

MR. ANDRE:  They're synonymous, yes.

MR. MILLAR:  Okay, thank you.  First of all, who developed the forecast for -- let's take Orillia for example.  When we have that year 11 revenue requirement, who produced that number?

MR. ANDRE:  I believe that was Orillia.

MR. MILLAR:  Okay.  Is that correct?

MR. HIPGRAVE:  Yes, it is.

MR. MILLAR:  And the same question for Peterborough.  We see year 11 revenue requirement of 26 million and change.  Was that prepared by Peterborough?

MR. JOHN STEPHENSON:  As I said yesterday, the foundation of this number was based on our projections that we provided in, I think, OEB 17.  I think we'll be talking about it later.

The revenue requirement is from that essentially and it's been adjusted, I think, in Hydro One's evidence for low voltage charges.  So the foundation of it is our -- obviously our projections.

MR. MILLAR:  Thank you.  And Hydro One added the low voltage charges.  But that is all Hydro One did?

MR. HIPGRAVE:  That's correct.

MR. MILLAR:  If we look at the revenue requirement forecast for Hydro One, I assume that was prepared by Hydro One?

MR. ANDRE:  That's correct.

MR. MILLAR:  Okay.  And if we look at the status quo scenario from 2019 to year 11, which I guess is 2030 -- I guess these questions are for Orillia.

Orillia, you're forecasting very significant rate increases for that period.  Residential goes from 30.94 to 50.25, an increase of about 62 percent, is that correct?  You can take the percentages subject to check if you want, but those are the numbers we see?

MR. HIPGRAVE:  That's fine, subject to check, yes.

MR. MILLAR:  And then for GS under 50 it is the same story, an increase of 62 percent?

MR. HIPGRAVE:  Right.

MR. MILLAR:  And for GS under 50 a little less, 55 percent?

MR. HIPGRAVE:  Okay.

MR. MILLAR:  I'm sorry, was there a further response?

MR. HIPGRAVE:  No.

MR. MILLAR:  Okay, thank you.

Let's look at what you're forecasting -- or what Hydro One is forecasting for that same period.  The base charge, 34.26, up to 44.87.  That's an increase of only 11 percent over 11 years; is that correct?

MR. ANDRE:  Yes, that's correct.

MR. MILLAR:  And then for GS under 50, you've got an increase of about 33 percent, and then 34 percent for GS over 50?

MR. ANDRE:  Yes, that's correct.

MR. MILLAR:  And so the end result of that is...

CHAIR SPOEL:  Sorry, I just want to make sure you are not getting the math wrong.  $34 up to 44.87, that's not -- I don't think that is 11 percent.  To go from 34 to 44 is about more like 30 percent, isn't it?

MR. ANDRE:  In the absolute number, Madam Chair, so 44 -- so it is about $10 --


CHAIR SPOEL:  Yeah --


MR. ANDRE:  -- from 34, so $10 on $34 --

--- Several speakers talking over each other inaudibly.

MR. MILLAR:  Yeah, I'm sorry if I've got the math wrong --


CHAIR SPOEL:  I just want to make sure the record is clear --


MR. ANDRE:  Yeah, no, the -- I should be using --


CHAIR SPOEL:  [Inaudible - speaking over each other]

MR. ANDRE:  -- subject to check more often.

[Laughter]

CHAIR SPOEL:  More or less.

MR. MILLAR:  You're right.  I confused year 11 with 11 percent, so I apologize.  They're all around 33, 34 percent for all --


MR. ANDRE:  Yes.  They should all be consistent.

And just, you know, the -- they should be consistent with the increase in revenue requirement over that period.

MR. MILLAR:  Yes.  Exactly.  I apologize for that.  That was my mistake --


CHAIR SPOEL:  Just want to make sure that --


MR. MILLAR:  -- the other numbers are right.

MR. ANDRE:  Thank you.

MR. MILLAR:  Ms. Spoel is clearly paying attention.

So I guess the end result of that is -- and I appreciate it is almost time for a break, Madam Chair, so I can just finish this short area.

The situation you are forecasting for 2019 under the status quo, where Hydro One's rates are noticeably higher than Orillia's, that will largely be reversed by year 11 or 2030, right?

So whereas your residential rates -- here is where I got the 11 percent -- were 11 percent more expensive, in year 11 they will be 12 percent cheaper, so there is a complete reversal.  Is that correct?

MR. ANDRE:  Yes.  So in both cases, you know, the forecast without consolidation in year 11 reflect our best estimates, in the case of Orillia and Peterborough their best estimates of what is going to happen to their revenue requirement, and in our case our best estimate based on what we just got approved in our last five-year custom IR, that included that first year of rebasing plus four years of IRM increases, those numbers in year 11 reflect those best available forecasts.

MR. MILLAR:  And then it is a similar story for GS under 50, 3 percent -- Hydro One is 3 percent more expensive now.  It will be 17 percent cheaper in 11 years in a status quo scenario?

MR. ANDRE:  Yes.

MR. MILLAR:  And GS under 50, the story is a little different, but we have discussed why that may be the case.

MR. ANDRE:  That's correct.

MR. MILLAR:  And we see the same story on the revenue-requirement basis.  Orillia's revenue requirement is forecast to increase by about 63 percent and Hydro One's only 27 percent.  Is that fair?

MR. ANDRE:  Certainly that's fair.  The Hydro One revenue requirement -- so, you know, we rebased in -- we rebased in '14/'15, and then '16/'17, and now again in '18.

So the number that you see there is our -- a very accurate number with respect to our revenue requirement, whereas I have said before for 2019 the basis for arriving at those revenue requirements for Orillia and Peterborough really go back to their rebasing, and then only IRM adjustments since that time.  So 2010 for Orillia, 2013 for Peterborough.

So what you are seeing in '19, there's -- if they had rebased you would have seen that number higher and, therefore, the increase from '19 to 11 presumably wouldn't have as much of a differential as compared to Hydro One.

MR. MILLAR:  Okay.  And I think we will get into that a little bit more after the break, but just a final point on this subject.

We also calculated the compound annual growth rate with respect to the revenue requirement.  And again, I will ask you to confirm my math, because I made a mistake earlier.  We get a 4.5 percent compound annual growth rate for Orillia, but only 2.2 percent for Hydro One.  In other words, it looks like you're predicting a growth rate for Orillia that is more than double what you are predicting for Hydro One?  Is that correct?  Mathematically?

MS. RICHARDSON:  Yes, that is correct.

MR. MILLAR:  And you would agree with me that these are rather striking numbers, rather striking reversal from what we see today?

MS. RICHARDSON:  I think it goes back to what Mr. Andre has said, and both Orillia and Peterborough can speak to the fact that they have not rebased since 2010 and 2013.  So that's -- and then you are now talking about 2029, 2030, so you are talking about a period of 19 -- 17 and 19 years.  So there is a big gap.

MR. MILLAR:  What was the approved revenue requirement for Orillia at its last rebasing?  If that is not readily available I can take it by way of an undertaking.

MR. HURLEY:  I can answer that.  It is about 7.6 million.

MR. MILLAR:  About 7.6 or 7.6?

MR. HURLEY:  You want the exact number?  Just give me a second.

MR. MILLAR:  We're going to take a break, so if you can find it over the break, great.  If not, we can get it by way of undertaking.

Madam Chair, would this be an appropriate time to break?

CHAIR SPOEL:  Yes.  Let's resume at 11:20.
--- Recess taken at 11:02 a.m.
--- On resuming at 11:25 a.m.

CHAIR SPOEL:  Please be seated, thank you.  Mr. Millar?

MR. MILLAR:  Thank you, Madam Chair.  Witness panel, if we could continue our discussions, we went over some of the numbers with Orillia.  I would like to look at Peterborough, which I think the numbers are even a bit more stark.

If we can go back to page 1 of the compendium, which we see on the screen in front of us, again looking at 2019 to start.  Peterborough's residential rate 23.37.  Hydro One 134.26.  So you are about 47 percent higher, is that correct?

MR. JOHN STEPHENSON:  Yes, it looks to be correct.

MR. MILLAR:  And then for GS under fifty percent and subject to the caveats we've heard, 177 percent for GS over fifty?

MR. JOHN STEPHENSON:  I mean, subject to check, I would take those numbers, yes.  They look right, okay.

MR. MILLAR:  Although you forecast that the gap will narrow for year 11 without consolidation -- in other words, under the status quo scenario -- Peterborough's rates would still be lower under all three categories.  Is that correct?

MR. ANDRE:  Yes.  That's what the table shows.

MR. MILLAR:  Again the gap narrows, but Peterborough, under the existing rates, would still be cheaper.

And that's true even though you are predicting that Hydro One's rates will increase at only half the rate of Peterborough's.  Is that fair?

MR. ANDRE:  That's what the numbers show, yes.

MR. MILLAR:  It's the same story on a revenue requirement basis.  Peterborough's is forecast to increase by something like 53 percent, and Hydro One only 27 percent?

Again, take those numbers subject to check?  Or maybe it is easier to just look at the compound annual growth rate, which is 4 percent for Peterborough, only 2.2 percent for Hydro One on a revenue requirement basis.

MR. ANDRE:  I can confirm Hydro One's number, and I can confirm the numbers shown for Peterborough are correct.  But in terms of the details around the revenue requirement, that would be for Peterborough to answer.

MR. MILLAR:  Okay.  But we still have the same general story with Orillia, whereas the forecast increases are much higher for Peterborough than with Hydro One.

But for Peterborough, even with that, their status quo rates for year 11 would still be lower than Hydro One's urban residential GS under fifty and GS over fifty.

MR. ANDRE:  Yes.  If the comparison is to Hydro One's existing urban residential, that's correct.

MR. MILLAR:  All right.  I want to take a look he at the experience that some other utilities have had through the rebasing.

We took some information that you provided us in your evidence.  Maybe we could turn to page 7 of the compendium, I think it is page 8 of the PDF.  You will see here this is -- there's two colours, kind of beige and green.

The beige is information we took directly from your application. The green is just some calculations we did on the compound annual growth rate.  And then you will see the number of years they had gone between rebasings.

I think the reason you provided this information in the first place was to show what had happened to the utilities that had rebased in 2017 and 2018.  Is that right?

MS. RICHARDSON:  That is correct.

MR. MILLAR:  Okay.  So we tabulated all of the actual increases from rebasing to rebasing, and we took into account the number of -- first, if we look at the number of years they have been out, many of those were out four, but some were out five, and one was out seven and one was out eight years, is that correct?

MS. RICHARDSON:  Yes.  In comparison to the 20 and 17 years that Peterborough and Orillia will be out.

MR. MILLAR:  To 2030, but not to 2019.

MS. RICHARDSON:  Hmm-hmm, correct.

MR. MILLAR:  And if we look at the compound annual growth rate, if we put all of that together and look down on line 26, the average compound annual growth rate from one rebasing to the next, so including a rebasing, is 2.9 percent.  Have I got that math right?

MS. RICHARDSON:  Subject to check, yes.

MR. MILLAR:  Subject to check.  You would agree with me that that is significantly less than 3.9 percent -- well, whatever the numbers are.  That's significantly less than the compound annual growth rates you are predicting for Peterborough and for Orillia?

MS. RICHARDSON:  According to your page 1, Orillia has 4.5 and Peterborough is 4.0.  I would agree that number itself, when you read it like that, is significantly different.  But there would be some reasons, I would say, behind that.

MR. MILLAR:  What are those reasons?

MS. RICHARDSON:  I would say first of all that as you commented earlier, most of the LDCs in this have rebased between four and five years, which is not the case for Orillia and/or Peterborough. They have not rebased since 2010 and 2013.  So there is a lengthier time.

MR. MILLAR:  Sorry, I want to make sure I understand that point.  So what relevance does that have, that they were out longer?

MS. RICHARDSON:  So right now, their whole rate base has not been updated since in the case for Orillia -- or for Peterborough since 2010 -- sorry, Orillia since 2010.  So there's a catch up just to get the rate base, get that in to create their rates.

MR. MILLAR:  Doesn't the 2.9 percent incorporate a rebasing?  That's -- doesn't that include the catch up?

MS. RICHARDSON:  The 2.9 percent in 2018?

MR. MILLAR:  That's the average increase if you take all of the ones from 2017 and 2018.  From one rebasing to the next, they go up 2.9 percent.

MS. RICHARDSON:  But they would have rebased in four or five years versus nine years.  So in essence, Orillia is out two rebasing periods versus just one.

MR. MILLAR:  But the change from one rebasing to another, as I see it, is 2.9 percent.  If you extended that, if you extended these from four to eight years and they had two rebasing, would we expect the number to be different from 2.9 percent?

MS. RICHARDSON:  Yes, because they would have had a rebasing increase.  Let's say four years ago, in 2015, they would have had an increase from their previous approvals.  Maybe in 2010 to 2015, they would have had an increase at that point.  Now they have a second increase from 2015 to 2019.

So the majority of these utilities would have had two sets of rebasing of the rates, and would have had two sets of increases.

MR. MILLAR:  Aren't we talking about the annual rate of change here, though, is 2.9 percent, inclusive of a rebasing every four years?  Again maybe -- this may be my inexpertise in mathematical issues.

So I guess I have your answer on that, unless you had more to add about that.  I am not sure I see how relevant that is.

MR. JOHN STEPHENSON:  Well, for Peterborough, if I could add, I understand the calculation that you have here on the population that you have done.

When I look at the calculation of our last rebasing revenue requirement to what is in the 2030 numbers before LV charges are adjusted, i.e. the revenue requirement that is in SEC 22, where we have actually outlined the revenue requirement that would be specific to the utility for the years through the whole projection period, the end point being a revenue requirement of 24913.

When you do the CAEGR of that over 17 years since our last rebase, that is 2.9 percent.

So I see that as being in zone with what you have done for the 15-odd utilities in the last two years.

MR. MILLAR:  I had meant to ask for your revenue requirement at your last rebasing -- sorry, I got one, but not the other.

MR. JOHN STEPHENSON:  I believe ours is about 15.4 million, so we're moving from 15.4 to 24. -- let me get my glasses for one moment -- 24.9.

So 15.4 to 24.9 over 17 years, if you run the CAEGR on that, you will come in at 2.9 percent.

MR. MILLAR:  Is the 15.4 million on the record somewhere?

MR. JOHN STEPHENSON:  I believe it is out of our cost of service -- attachment 18 on the record here, yes.  I have been informed.

MR. MILLAR:  So when I look at this chart, Hydro One rebased in 2018, didn't they?

CHAIR SPOEL:  Sorry.  May I just interrupt with a question just to clarify?

So the difference, so the reason it is a higher amount on that chart on page 1 of this Board Staff compendium that's at 4 percent, is that because of the inclusion of the LV rates, which would not have been included in the other utilities?

MR. JOHN STEPHENSON:  Yes, exactly.  So I think there is a distinction to be made that from our perspective, from PDI's perspective when we are looking at the validity of our projections, we look at the revenue requirement at its base level, which were the numbers that I put forward which come off of our projections.

That, if you are looking at the credibility of our Projections, as I said earlier, says that we're basically in zone with other -- if we were to come before you on our own.

Then I think there is the adjustments that have been put on for low-voltage charges which change the numbers, which are necessary, I think, for the comparison in front of you, but it is distinct from the validity of our own projections that we put forward.

MS. GIRVAN:  Excuse me, Madam Chair, he referred to attachment 18.  Attachment 18 of what?

MS. RICHARDSON:  The pre-filed evidence.

MS. GIRVAN:  All right.  Thanks.

CHAIR SPOEL:  Thank you.  That is helpful.

MR. HURLEY:  So if I could just talk to Orillia's for a second.

MR. MILLAR:  Please.

MR. HURLEY:  So Orillia allows rebase in 2010.  And attachment 18 in our application also outlines the revenue requirement from 2010 all the way to 2030 at various points.

And there are some mitigating reasons why our increase -- and actually, over that 20-year period I would say that the CAEGR's roughly 3.8, 3.9.  But there are some mitigating reasons for the jump.

Our capital, for example, between 2001 and 2010 our capital expenditures, we were averaging about $1.5 million a year.  Beginning in 2011, after we rebased in 2010, our average capital spend from 2010 to 2018, for example, was over 3 million, and it's continued at that level.  It continues at that level all the way out to 2030.  And we have also in 2028 a building expansion, a new building, for $8 million.

So the rate base, which is obviously a significant component of revenue requirement, is jumping fairly dramatically for basically the capex requirements we now face as a utility.

MR. MILLAR:  Why did you face double the capex responsibilities after 2011 as before?  And why wouldn't that have been reflected in your cost-of-service forecast?

MR. HURLEY:  Sorry, the capital expenditures between 2001 and 2010 were reflected in the 2010.

MR. MILLAR:  Then they doubled the next year?

MR. HURLEY:  Well, I am talking averages here, just to give the perspective.  So the average from 2001 to '10, and the average from 2011 through '18, which is our last year of actuals, is over 3, and our budgets and five-year plans show similar numbers, similar averages, going forward past 2018.

MR. MILLAR:  Let me turn to Hydro One here for a moment.  You rebased in 2018?

MS. RICHARDSON:  Correct.

MR. MILLAR:  Why isn't Hydro One included in this chart?

MS. RICHARDSON:  These were, if I recall, these were customers -- okay, you're right.  So these were ones who had last rebase -- I don't think we had a decision.  We initially had created this table.

MR. MILLAR:  Okay.

MS. RICHARDSON:  I think it was just as simple as that.

MR. MILLAR:  Could you add them, please.

MS. RICHARDSON:  We can undertake to add that, yes.

MR. MILLAR:  Sorry, not add them.  Add it.  Yeah, and in the same format that we see on the chart here, so including the number of years you had been out since the last one, although I guess you were under custom IR, right?  But since you're -- anyways, filled out in a form that we have done it here for the Board.  And I think that is J2.2.
UNDERTAKING NO. J2.2:  TO ADD NUMBERS TO THE CHART PROVIDED.

MR. MILLAR:  J2.2.

MS. RICHARDSON:  Just a couple of other things.  Back on your page 1 on the 2019 revenue requirement for Orillia and Peterborough, you also have to take into account that that would have been lower as a result of them not asking for those price-cap creases over the years that we had mentioned earlier, which would be impacting that.

Then on page 7, when you did look at the compounded average growth rates of all the different utilities, there is a wide range of them, ranging from, I think, .93 percent from Renfrew to about seven and a half percent for npower,  so even with the changes, even without the adjustments made by my colleagues, you know, I think there is still a reasonable representative.

MR. MILLAR:  No, I understand.  We did an average, obviously, and you can see the individual's numbers there.  I do note, and I don't know if we should read anything into this or not, but the two lowest increases or two of the lowest are the ones that were out seven and eight years.  Maybe that is just a statistical anomaly, but I observe that for whatever it is worth, which may be nothing.

Okay.  Let's continue on.  Let's turn to page 22 of the compendium.  This is where you set out the assumptions you used, I think, to derive the year 11 status quo forecast for Hydro One, Peterborough, and Orillia.  Is that right?

MR. ANDRE:  That's correct.

MR. MILLAR:  And as you note, for example, there is a number of things you discuss, but you increase capital by 2 percent, O&M by 2.5 percent?

MR. FLANNERY:  That's for PDI?

MR. JOHN STEPHENSON:  That is referring to the PDI projection, yes.  I think that this is a bit of a summation of the assumptions that we have more detail on in your OEB IR 17, where we filed the projections in a little bit more detail and the assumptions.

MR. MILLAR:  Yes.

MR. JOHN STEPHENSON:  This is essentially a summary of it, yes.

MR. MILLAR:  Understood.  And I do recognize there is further detail on some of these, but I thought it --


MR. JOHN STEPHENSON:  Okay.  Sure.

MR. MILLAR:  -- would be useful to look at a summary.  And you're quite right, this is just Peterborough, right?  This is --


MR. JOHN STEPHENSON:  Yes.

MR. MILLAR:  This is not Orillia.  Okay.

Are these the same assumptions that Hydro One would have used with respect to deriving their revenue requirement?  I take it the answer is no to that with respect to the 2 percent capital, 2.5 percent OM&A?

MR. JOHN STEPHENSON:  I can't speak for Hydro One's.  I think they are different, and I would expect them to be different, because they would be obviously applicable to the circumstance of the utility that is, you know, their specific circumstance.

MR. MILLAR:  And just the 2 percent and the 2.5 percent used for Peterborough, those are starting from year 1.  So from 2019?

MR. JOHN STEPHENSON:  Correct.

MR. MILLAR:  Okay.  Hydro One, you used different numbers?

MR. FLANNERY:  Hydro One's are the line above that, which is at 2.0 percent.

MR. MILLAR:  Okay.

MR. FLANNERY:  For both cap and OM&A.

MR. MILLAR:  And if we look at the debt rate applied by Peterborough, 4.16 percent for short -- for long-term and 2.29 percent for short-term.  The Board's current parameters I think are 3.21 and 2.75.

Why did you use the numbers that you chose?

MR. FLANNERY:  These numbers reflect when the application was submitted.  So those were the last debt rates, I believe, for 2018.

MR. MILLAR:  So when Hydro One did its assumptions, did it use these -- which debt numbers did it use?

MR. FLANNERY:  The row above that, you see, for long-term debt of 4.47 percent, Hydro One used the long-term debt rate that was approved in its last rate application 0049.

MR. MILLAR:  And what was that?

MR. FLANNERY:  4.47 percent.  You see it there on page 2, which is page 23 of the compendium.

MR. MILLAR:  Yes.  I'm sorry, thank you.

I mean, these numbers are very close.  I don't want to ask you to rerun the numbers.  Would there be any material difference if you applied the same debt numbers to both utilities?

MR. FLANNERY:  To the revenue requirements?

MR. MILLAR:  Yes.

MR. FLANNERY:  There would be a difference, certainly, between the number of points there.  In terms of the relevance, the Peterborough utility has used the debt rate that would be applicable to it during that period, without consolidation, without -- in the absence of a transaction.

And Hydro One, should it be approved, you know, to acquire, their rebasing in 2030 would be under the long-term debt rate that it would have had approved or have approved in that application, and at the moment the 4.47 was used because it is the last rate that the OEB approved specific to Hydro One.

MR. MILLAR:  If we look at the ROE a little bit further down the page, 9 percent, the Board's current figure is something like 8.52 percent, I think.

First, did both Peterborough and Hydro One use 9 percent for their forecast?

MR. FLANNERY:  Both are consistent in this circumstance, and 9 percent is the same as the 4.16 was for PDI.  It was used because when the application was submitted those were the Board's cost-of-capital parameters for 2018.

So we just tried to remain consistent there.  You could put in 8.98 for 2000-seven-eight (sic), or you could put in the most recent for 2019 or 2020.

MR. MILLAR:  Sure.  But you both --


MR. FLANNERY:  It was both done consistently.

MR. MILLAR:  Okay, thank you.  All right.

Let's talk about the commitments that you are making through this application with respect to the rates for Peterborough and Orillia customers, and I guess Hydro One's legacy customers as well.

What you have stated a number of times is that for -- let's ignore the deferral period for the purpose of this discussion.  But for year 11 and beyond, so after rebasing in 2030 or whatever year that actually happens to get done, Peterborough and Orillia customers will pay no more than they would under the status quo scenario as you have forecasted.  Have I got that right?

MR. ANDRE:  Yes.  That's our evidence with respect to year 11 at the time of rebasing, when we have those status quo costs available.

MR. MILLAR:  Okay.  And if I understand you correctly, in terms of the cost allocation you are going to use to derive these new rates both for Peterborough and Orillia in year 11, new rate classes as we have discussed, with respect to the direct costs, the asset costs, you have proposed to apply a number of adjustment factors to have those derived and what will get allocated to Peterborough and Orillia.

I think you discussed that with Mr. Shepherd yesterday.  Is that correct?

MR. ANDRE:  Yes.  When you say a number of adjustment Factors, we applied the direct allocation adjustment factor.

MR. MILLAR:  There was an adjustment factor?

MR. ANDRE:  Yes.

MR. MILLAR:  But otherwise, you are proposing to do these asset allocations in a manner that is consistent with the cost-allocation methodology?

MR. ANDRE:  I would say more than consistent.  It uses the exact same methodology.

MR. MILLAR:  Okay.  And we have also discussed kind of the goalposts concept where -- if I understand this correctly, how it will work is in year 11, you will have more information on the actual cost and things like that and at that time.  So it's understood we can only look into our crystal ball so much to understand what 2011 will look like.

But what you committed to do is no matter what happens, the rates that you charge Peterborough and Orillia will not be higher than your forecast of their status quo scenario.

MR. ANDRE:  Yes.  The costs to be collected through rates won't be higher than the status quo scenario.

MS. RICHARDSON:  So we have said that on the status quo, though, when it comes time to put in the new rates, the new rate application, that there could be adjustments that would be applicable to both Orillia and Peterborough, to their status quo, that we would also seek to change that goalpost.

So for example, we expect to use their OM&A and capital expenditure forecast.  But things like the return on equity and different components like that would be adjusted at that time.

And if there was any unusual capital expenditures, which may have been applied through an ICM or something like that those would also be taken into account.

Those would be the same type of capital expenditures that would have been required by the utilities in their status quo state, as they would be if we had purchased them.  So if a storm goes through and knocks out a number of poles that had to be replaced, we adjust the goalposts of the status quo.

MR. MILLAR:  Would that just be for ICM?

MS. RICHARDSON:  It would be for ICM where I was talking about there, but if there is any change -- we were talking about ten, eleven years from now.  So if there is any change to the industry, so a change in costs that would have impacted both of us, you know, operating independently or not, then we would be -- we would put in evidence at that point in time to adjust accordingly.

MR. MILLAR:  Well, I guess we would have to see what that --


MS. RICHARDSON:  Yeah, we don't know.  We just don't know.  If there is some circumstances that something has changed that, you know, all utilities are required to do something, then, yes --


MR. MILLAR:  If I look at your 2011 status quo forecast, that's really a forecast of a forecast, right?  It could -- that may not be the number that you are using in 2011.

MS. RICHARDSON:  Yes.  At this point, is our best estimate of what it would be.

MR. MILLAR:  Okay.  Back to this goalpost concept.  If I understand correctly, and maybe I don't, but there is some direct cost allocation and there was some confusion in my mind about how shared costs are allocated.

Did I understand correctly that to the extent necessary, you will be making adjustments to how shared costs are allocated to ensure that you're underneath the goalpost?  Or have I got that wrong?

Like if you run the cost allocation model and it turns Out, oops, we are actually higher than the status quo forecast, what are the adjustments you will make to bring that under the goalpost, or within the goalpost?  Under the cross bar, I guess, for the upper limit.

MR. ANDRE:  So the cost allocation model doesn't make any adjustment to the allocation of shared costs.  The utilities, the acquired rate classes will get a share of shared costs based on -- shared costs are typically allocated based on level of OM&A spending, which itself is driven by assets.

So assets drive OM&A spending, including shared cost OM&A spending.

MR. MILLAR:  Just so I understand -- I don't mean to cut you off, but I genuinely struggle with how the cost allocation model works.

So first you're saying you would allocate shared costs to the new Peterborough rate classes, for example, in exactly the same fashion that they would be allocated to the existing urban residential class -- not the same numbers obviously, but using the same methodology?

MR. ANDRE:  So just so there isn't confusion, when you say we would allocate those shared costs, we wouldn't be doing anything explicit to say here's an amount of shared costs, let's split those.

What we would do is ensure the direct allocation accurately captures the amounts of assets, and then the model itself uses assets to allocate all OM&A costs.

So the amount of assets allocate direct OM&A costs and things like, you know, finance costs, regulatory costs, planning costs, IT costs are all allocated based on the amount of OM&A that each rate class has.

So those shared costs would in turn be allocated based on the OM&A.  So we are not making any specific adjustment for shared costs.  We are letting the actual assets that are being used to serve the acquireds drive the allocation of all costs.

MR. MILLAR:  Right.  So you followed the methodology, but the adjustment factor you used and the direct allocation of assets, obviously that will impact -- it will all flow through, right?  So that will have an impact on what I am calling the shared costs. I recognize that is not necessarily separated out in the model, but what I referred to as shared costs, those would be impacted by the direct allocations you have done earlier in the process?

MR. ANDRE:  Correct.  The Board's model allocates shared costs based on how much assets and OM&A you're spending for each rate class.

So once you know the assets in OM&A being spent on a rate class, the shared cost components would flow from that per the Board's methodology.

MR. MILLAR:  Okay, that is very helpful.  Just to return to the question I had originally put to you, let's imagine we run the numbers in year 11 and lo and behold, Peterborough's -- the rates that are spat out of the cost allocation model are higher than the status quo.

What do you do then?  You said you guaranteed you would keep it within the goalpost.  How do you operationalize that?

MR. ANDRE:  Right.  So I think we have the response, you know, in Peterborough, if I take you to -- just bear with me here.  If I take you to I-1-48 for Peterborough, so that is 242 rate case, and 9 of 10, part (d) there.

So you can see the bottom four lines of part (d) talk about how based on the allocation that we're currently forecasting, legacy customers would receive a reduction or benefit of 3.6 million in their revenue collected, and PDI customers are benefiting from a reduction of 5.7 million.

And in brackets, you see how that is arrived at that.  That is the status quo cost of 26.3 as compared to the 20.6 we would propose -- costs we would propose to collect from customers.

So we are proposing to collect 20.6.  If not acquired, they would have been paying 26.3.  So that is where you get the $5.7 million benefit.

MR. MILLAR:  No, I understand that.

MR. ANDRE:  So just to be clear, you're saying if the allocation somehow ate up all of that 5.7 million --


MR. MILLAR:  Yes.

MR. ANDRE:  -- and the costs are above 26.3, sort of -- I think in that unlikely scenario, and I think we have an interrogatory response that speaks to that, if it would be helpful to go there.  But certainly we do have an interrogatory and we can find it later.

But essentially, what we would do is so we would make a temporary adjustment.  I mean, the only way to get the costs lower to be collected from customers would be to adjust the revenue to cost ratio ranges.

So this amount that is collected, the 20.6, is within the revenue to cost ratios, within the Board's range.

If we needed to bring down the dollars collected, we could temporarily bring down the revenue to cost ratio with a commitment to bring them back up to within the range as soon as feasibly possible.

But certainly our proposal wouldn't, wouldn't -- doesn't anticipate that.  I mean $5.7 million is quite a bit of room between the costs to be collected from customers and the status quo costs.

But in that unlikely scenario, that is what we would do.  We would make a revenue to cost rate base adjustment for that one period.

Then assuming we're doing a five-year custom IR, over the five-year period we would probably make plans to bring them back to within the range.

MR. MILLAR:  Well, that's not the only thing you could do, right?  You could have the shareholder cover that cost.  If you adjust the revenue-to-cost ratios you are just having legacy customers pay for costs that within the Board's revenue-to-cost ratio should be paid for by Peterborough and/or Orillia.  Shouldn't the shareholder pay for that?

MR. ANDRE:  So the cost allocation that would be done in 2011 would be Hydro One's total revenue requirement plus the revenue requirement required to serve the acquired utilities.

So the amount that I am allocating across all classes identifies the revenue requirement that the utility at that point in time would require to operate.

MR. MILLAR:  Sure, but your commitment is to keep it underneath the crossbar and between the goalposts.  If it falls outside of that, surely the commitment is not, if it falls outside that we will just have legacy ratepayers pay for it?

MR. ANDRE:  Just a moment.

[Hydro One panel confers]

MR. ANDRE:  Yes.  Ms. Richardson is reminding me that in that scenario where the costs that we would propose to collect from customers, from acquired customers, come in above that 26.3, that means that all of the savings, the legacy customers, not only were they getting all of the savings from the -- from this acquisition, but they would actually be getting more than those savings.

So I would put to you that legacy customers are getting more than all of the savings generated by this acquisition if it comes in above the goalpost.

So I think it would be appropriate to reduce those savings to legacy customers back to the maximum savings that this transaction is generating.

MR. MILLAR:  Okay.  So Hydro One is not proposing to take any risk itself to the shareholder on not -- on a scenario in which the status quo scenario is exceeded by the rates that are spat out in year 11?

MS. RICHARDSON:  Not under year 11.  We are taking the risk on the earnings sharing mechanism, but after year 11 we are proposing to create the rates that would show the benefit, and as we have provided in evidence, we expect that will be a benefit to all ratepayers.

MR. MILLAR:  Right.

MS. RICHARDSON:  In the case that for some reason that the significant OM&A savings, the allocation is higher than that, we would bring it back so that the legacy customers would receive just the benefit -- they would have more of a status quo rate for themselves.  And then you would adjust the acquireds accordingly.

MR. MILLAR:  Okay.  And I understand your answer, and I think I already have the answer to my next question, but if Board Staff were to suggest that should be a condition, what I've just suggested, that the shareholder cover the cost over the status quo forecast, it falls outside those goalposts, you would reject that idea?  Or resist that idea, pardon me.  It would be up to the Board to decide, I suppose, but you would not support that condition.

MS. RICHARDSON:  It is not our proposal; that's correct.

MR. MILLAR:  Well, it is not just not your proposal.  I'm suggesting it to you now, and if I am hearing you now, you don't like the sound of it.  Is that fair?

MS. RICHARDSON:  That's fair.

MR. MILLAR:  Okay.  Again, some of this is just to reflect my own ignorance of how the cost allocation model works.  But I just want to work through an example to see that we are all on the same page here.

Could we turn to page 25 of the compendium, and this is SEC interrogatory 29.  This is where you have calculated some of the savings, et cetera, and come up with the revenue requirement that you anticipate for, I think this is for year 11.

And we see under PDI, at the very bottom, cost to serve, 26 million, which matches what we see, I think, on page 1.

Under the Hydro One scenario, here we have 15.6 million, but I understand that's not the actual number, right?  That is not the end of the story.  That is prior to allocating, I call them shared costs, but some other costs; is that correct?

MR. ANDRE:  So that is what we call the incremental revenue requirement.

MR. MILLAR:  Right.  But on top of that, there would be additional costs that would be allocated to Peterborough under this amalgamated scenario?

MR. ANDRE:  Yes.  The cost allocation model adds that number to the total revenue requirement, but then in terms of allocating costs to the three acquired classes, it is as I have described before, and, yes, there would be an allocation of shared costs, including upstream distribution costs required to serve those acquired rate classes.

MR. MILLAR:  And in fact, I think we have that number on page 15 of the compendium.  You will see there is a year 11 with consolidation scenario for Peterborough and there we have the number 20.5 million at the bottom.  That is the total?

MR. ANDRE:  Yes.  That 20.6 million.  It is the same number that was in that IR that I referenced before --


MR. MILLAR:  Exactly.

MR. ANDRE:  -- where we talked about the savings, yes.

MR. MILLAR:  So that is the -- that would be the full cost allocated to Peterborough in year 11 under your current forecast?

MR. ANDRE:  That would be the full cost that we would propose would be collected from Peterborough customers.

MR. MILLAR:  Okay, great.  If we -- sorry to have you flipping around, but if we -- I think we will go back to page 1.  Sorry, make that page 9.  We see the year 11 with consolidation number, base monthly distribution charges for Peterborough residential.  Do you see that?  Again, year 11 with consolidation.

MR. ANDRE:  With consolidation, yes.

MR. MILLAR:  Yeah, and we see the number $27.16?

MR. ANDRE:  Right.

MR. MILLAR:  Does that reflect the $15 million or the $20 million?

MR. ANDRE:  The 20 million.

MR. MILLAR:  Okay.  So that is the full shebang.

MR. ANDRE:  Correct.

MR. MILLAR:  Okay, that is helpful, thank you.  And that would be true of Orillia as well.  I won't take you through all of the numbers, but you do the same thing for Orillia?

MR. ANDRE:  Absolutely, yeah.

MR. MILLAR:  Let me shift gears a little bit here.  I would like to try and follow up on a discussion that you had with Mr. Shepherd, and I think we heard it referenced this morning as well, about the unit costs, average unit costs for Peterborough, for Orillia, and for Hydro One.

And first, I understand -- just let me just pull up my notes here.  So I think we had a discussion, I guess it was yesterday.  It was with Mr. Faltaous.  There was a suggestion from you that Hydro One at least in some respects might have lower unit costs than Peterborough or Orillia, because you are a bigger purchaser, you have more leverage to cut better deals, that sort of thing.

So you may be able to buy a metre of wire for less than -- just to throw out a random example -- a metre of wire less than Peterborough can.  Is that -- did I capture that fairly?

MR. FALTAOUS:  Yes.  That's correct.  We have a large buying power, so we can negotiate better pricing when it comes to equipment and materials.

MR. MILLAR:  Okay.  Can we turn to -- this is not in my compendium, unfortunately, but it is in the evidence.  It is Exhibit -- this is from 2018-0242, and it is Exhibit A, tab 2, schedule 1, page 2, and there is a chart at the bottom there.  Yes.  That's it.

There's been an ongoing discussion about the transformers and how many are going to be replaced, and Mr. Faltaous, you will recall this discussion yesterday where an impression had been left that Hydro One was forecasting six, but I think you said at the end that it was a minimum of six; is that right?

MR. FALTAOUS:  So we had identified six specific stations that needed to be addressed as part of our assessment of what the needs of Peterborough would be and reflecting that in our forecast.

And what I was saying is that we had made provision in our forecast to ensure that we could address those six stations, but then there is an additional capital envelope beyond those six to be able to address additional asset needs that could potentially come up over the ten-year period.

MR. MILLAR:  Okay.  And I am not sure if this is for Mr. Stephenson or Mr. Whitehouse, but you were anticipating nine replacements over that time; is that correct?  That was your forecast.

MR. JOHN STEPHENSON:  Yes, I think that we corrected at the technical conference the word of "replacement" versus "refurbishment", and clearly, based on the additional evidence we put in the undertaking, where we have talked about our substation, our distribution station condition, we're looking at doing one per year, essentially, whether it is a refurbishment or a significant overhaul, based on that condition assessment over the nine years.

MR. MILLAR:  So Mr. Faltaous, when I look at the table 1 that is in front of us right now, as we have discussed before, most of the savings that will be realized or you are predicting will be realized from the merger are O&M savings.  There are some capital savings, but again largely it is O&M.

Where would I find the transformer station replacements and refurbishments under the Hydro One line here?

MR. FALTAOUS:  So that would be in the capital Hydro One forecast, and it is built in.  If you wanted a lower level view, we can actually go to JT 1.8, where Hydro One has provided a table -- and one second, I will give you the reference.  So it is specifically, I'm sorry, one second.

It is attachment 1 to JT 1.8 in the PDI application.

MR. MILLAR:  Okay.  So we see transformers...

MR. FALTAOUS:  Under the distribution stations line item, that would be the third item that you see there.

MR. MILLAR:  Okay.  Those are the dollar amounts for each of the individual years?

MR. FALTAOUS:  That's correct.

MR. MILLAR:  And so you can't tell me how many stations we're looking at there?  Is that six?

MR. FALTAOUS:  Well, what I can say is within that Forecast, we definitely have more than sufficient funding to address six station replacements or major refurbishments.  And then beyond that, we have additional funding to address additional work.

If you go to the actual wording of the response in JT 1.8, we have indicated in the last paragraph a certain volume of work that we could potentially be doing for that funding.

So we have indicated that, you know, we have -- we could address six major station replacements or refurbishments and on top of that, we could potentially do another ten transformer replacements that could address a significant number of additional stations.

MR. MILLAR:  So we are not talking about a contingency here, right?  It is not in the sense you would set aside a cost a million dollars, but we set aside 10 percent for contingency or something like that.  This is a different concept than that?

MR. FALTAOUS:  Correct.  What we're doing is when we looked at the data for Peterborough's assets, we basically identified a need based on the condition for six stations to be addressed within the 10-year period.

Beyond that, I mean 10-years is a good amount of time.  So we believe that over that period of time, there's additional needs that may arise.  And so we built in an appropriate capital envelope in here to be able to address the needs that -- you know, today looking at the transformers for example, they're not in poor condition, they don't need to be immediately addressed.  But in three, four, five years from now, that can change.

So we made sure there is a sufficient capital envelope there to be able to address those additional needs that arise.

MR. MILLAR:  Can we flip back to the page we were just on, I think it is the next page?  Yes, right there.

First, for each of the significance stations how much -- what is the cost per station for Hydro One?

MR. FALTAOUS:  I mean, it is really dependent on what you are doing for the station.

We have not developed detailed solutions for each station yet, because we currently don't own the assets.  What we have done is we built in a provision at a capital envelope level for distribution stations.

MR. MILLAR:  What were your assumptions, then?  You built the envelope.  What assumptions built that envelope?

MR. FALTAOUS:  So this is essentially going back to the presentation that I had yesterday, which is Exhibit K 1.2, the model.

This is really how we built out the model.  So our starting point for the model was hop's level of investment for distribution stations, capital needed for distribution stations.

And then from there we basically looked at additional costs that we would need to address Peterborough stations and made a number of adjustments -- yes, correct, if we can go here.

So this is really -- you know, our starting point is on the left, which is the Hydro One investment areas.  So we would have had a capital investment for distribution stations.

And then we would have looked at additional costs, as well as made adjustments specifically to capture any of Peterborough's specific characteristics in terms of defining a station forecast.

So as an example, relative to the Hydro One system, a large proportion of their stations have to be addressed.

So in that adjustment, we would have actually increased the level of investment needed in order to appropriately capture the dollars, such that we could sufficiently address the needs of their stations over the 10-year period.

MR. MILLAR:  So you don't have a unit cost for replacing a transformer station?  For major --


MR. FALTAOUS:  We have historical costs for doing stations.  I wouldn't characterize it as a unit cost, because every station is different and the costs can vary significantly.

So we have, for example -- you know, we may be able to address some stations for as little as a million dollars, and some other stations could range up to $3 million.

MR. MILLAR:  Maybe let me try to cut to the chase here, because I do hear what you are saying.  Is there a way to compare the costs that you are forecasting forestation work with what Peterborough had forecast for the same time period, like how many and how much?

MR. FALTAOUS:  I don't believe so, because again we have not built detailed specific plans.  So if we knew exactly what we were doing for every single one of these stations, and we knew the scope of every single station --so how big the transformer is, how many transformers we need -- like all of that is information we would need to know in order to be able to cost-out for each one of these projects to be able to say what is the actual cost.

MR. MILLAR:  Peterborough has done that, though, right?

MR. JOHN STEPHENSON:  Well, we have identified the need.  In JT 1.7, we have the detail of supporting what we're going to be spending.

I would say that that has been built in the context of a projection, though, however, right.  So we know what the need is generally speaking.

You don't know until you, during the 10-years, get into those individual substations and see what actual work needs to be done, whether there's restrictions environmentally, or safety, or for other reasons and that's what you are going to be doing within the envelope of the projection itself.

So I would caveat it by saying we know what we're going to be doing.  We have a pretty good sense of -- because we are obviously closer to the assets than Hydro One, of some of the components that are failing and what needs to be addressed.

Those are put into the projection.  And as I said at the technical conference, the general spend each year is with our knowledge of what we've done as recently as 2015, where we built a new substation and we know what the cost of that is.  So --


MR. MILLAR:  What was it?

MR. JOHN STEPHENSON:  It was around 2.1 million.

MR. MILLAR:  Okay.

MR. JOHN STEPHENSON:  Now, you have to take that in the context of course that particular substation was a 27.6 kV.  It had a lot of civil work.  We are now looking at older, very old decrepit substations within our core jurisdiction.

So for all of the qualitative reasons that I have just talked about, they're going to have to be considered, as well as, you know, the level of civil work and other things that need to occur on a per site basis, as you normally would when you are approaching these things.

MR. MILLAR:  In fact you did do a forecast of those things when you were building out your forecast --


MR. JOHN STEPHENSON:  Yes.  But I would say in the context of a projection, it is not buried down to a unit cost or specifically on those ten sites a lot of detail.

Again, it was with the knowledge of what we know it will probably cost to do it in a more global sense.

MR. MILLAR:  You forecast to do one per year.

MR. JOHN STEPHENSON:  Yes, correct.

MR. MILLAR:  What's the average total cost?  What is the total cost and what is the average yearly cost?

MR. JOHN STEPHENSON:  Without having SEC 23 in front of me, I think the average cost is articulated there.  I think the global cost is 18 million, and so I think it is about 1.5, 1.7 a year.

MR. MILLAR:  Sorry, that is for the transformers?

MR. JOHN STEPHENSON:  The distribution stations. I mean to be clear, that includes transformer, switch gear, whatever is within the confine of the distribution station.

So when I am looking at SEC 23, it's a little bit higher, I would say obviously.  It is running from 2.1 million to 1.6 million per annum over the 11 years there, the 10-years that are represented.

MR. MILLAR:  Mr. Faltaous, is that reflective of what it would cost Hydro One to do the same work?

MR. FALTAOUS:  Yes.  So what I can say is if you actually look at the sum of the capital envelope that Peterborough has over the 10-year period, it is $18.4 million.

If you sum up the capital envelope that Hydro One has built in, it is actually $18.1 million. So it is effectively the same number.

The one thing that I want to stress is we are not proposing to do the exact same work.  At the end of the day, we are going to manage the system as Hydro One would manage the system.

And so ultimately, we are going to basically only address assets based on their condition when we know there is a need there.  We don't replace assets based on age.

And we may have other options and other tools in our toolbox that we would use to manage asset risk.

So what we have here is a proposal that we're confident will sufficiently address the needs of station's assets within Peterborough over the 10-year period.

MR. MILLAR:  Peterborough would have a better idea on the condition of their assets than you do as of today?

MR. FALTAOUS:  Well, I think to clarify, we have received information from Peterborough on the condition of their assets.  We would have also done our own field patrols in some cases, to determine the condition of assets.

And ultimately, we would have used that information to inform our adjustments when we were doing our plan.

MR. MILLAR:  You haven't discussed with them if you would be doing the same work that they propose to do?

MR. FALTAOUS:  No, because I think at the end of the Day, we are not Peterborough and if we own these assets we would manage them the way we manage the Hydro One Distribution system assets.

And we do manage quite a large system and we have a lot of experience in doing so.  So we know what it takes to manage Hydro One Distribution assets and aside from capturing any specific characteristics that are relevant to Peterborough, beyond that it would be us managing distribution assets like we do every single day.

MR. MILLAR:  Can Hydro One build a new 27.6 kV facility for $2.1 million?

MR. FALTAOUS:  It is quite possible.  I would actually suggest that more recently we have been looking at a new type of station that can effectively replace a 27.6 kV substation, and we can do that -- I mean, the costs are still coming in, but in some cases we're getting indication as low as a million dollars.

So we are looking at, are there different innovative ways that we can actually reduce our costs.  So I would say it is quite possible.  And there may be cases where we may decide to just do a transformer replacement in the station, because the rest of the assets are not bad, and address the transformer that needs to be addressed.

MR. MILLAR:  Okay.  I have spent more time on this than I intended.  So what I can take from this, there is no direct evidence on the record about unit costs.  I think you explained why that may be.  We cannot compare Peterborough's unit costs with Hydro One's, at least not on the evidence we have before us?

MR. FALTAOUS:  So that is correct.  There is nothing in evidence that can provide that comparison, and I think what we're saying is that every station would obviously be very specific in terms of the scope of that station, and that would drive the unit costs for that station.

MR. MILLAR:  You will recall there was a lengthy discussion in the tech conference about pole replacements.  I think Mr. Shepherd tried to use that as an example, say everybody has to do pole replacements.  Everyone must have a unit cost for that.

But rereading the transcript, apparently that is not the case.  Hydro One does not have a unit cost for a pole replacement?

MR. FALTAOUS:  No.  We do have a unit cost for a pole replacement averaged across our system.

MR. MILLAR:  Right.

MR. FALTAOUS:  I think the discussion that we had at the technical conference was more so whether or not a unit cost averaged across the Hydro One distribution system, which is in most cases a very rural system, is directly comparable to a unit cost within Peterborough or Orillia's territory.

And I think beyond even, you know, the very rural versus urban comparison, I think we also talked about the fact that there is a lot of variability depending on the specific pole.  So the height of the pole, the class of the pole, what kind of ground conditions you're setting that pole in, how many circuits are attached to that pole.  I think the conversation was around the fact there is quite a variability, and so we're not talking necessarily about an apples-to-apples comparison.

MR. MILLAR:  Sure.  But you don't have an average unit cost for a pole in urban residential, right?  You would only have it on a system-wide basis.

MR. FALTAOUS:  That's correct.

MR. MILLAR:  And you don't know -- I am sure there are ways to find this out, but you don't have a number for Trenton, for example.

MR. FALTAOUS:  No, we do not.

MR. MILLAR:  Or something relatively comparable to Peterborough or for Orillia, for that matter.

MR. FALTAOUS:  We do not have an urban Hydro One pole cost average across our system.

MR. MILLAR:  So we can't tell if your average cost would be comparable to Peterborough, if your costs will be more or less than what it costs Peterborough to replace a pole.  In Peterborough we don't know that.

MR. FALTAOUS:  Currently we do not know that; that is correct.

MR. MILLAR:  Could we go -- I apologize, this wasn't in the compendium, but it is on the record.  I was just discussing it with my colleagues last night.  Can we go to OEB staff interrogatory 32.  That's in 2018-0242, Exhibit I, tab I, schedule 32.

This is another one where I apologize, I am going to tax everyone's eyes, not least of all my own.  First, this was a question about service charges and things like that and how Peterborough and Hydro One compare.

And if you look first on page 1 of your response, about line 28, you state:

"In order to recover these costs from the directly affected party following a user-pays principle, distributors charge specific service charges to customers -- to the customer, either at an OEB-approved rate or by using actual costs, time, and materials of rendering the service."

So as I take it, you either take an OEB number for this or you calculate your own based on your actual costs?  Is that how that works?

MR. ANDRE:  One small distinction.  So there are some specific service charges that are based on an OEB-approved number.

MR. MILLAR:  Correct.

MR. ANDRE:  There are other specific service charges that are based on an OEB-approved methodology but essentially use our costs.

MR. MILLAR:  Right.

MR. ANDRE:  But it is still a rate that is proposed to the OEB and the OEB approves it.  And then there are some items that are truly done on a time and materials basis, so there aren't specific service charges approved for it.

So the time and materials is referring to using the Board's methodology, and we identify the amount of effort required to provide a service, and then we have -- we request the Board to approve a specific service charge.

MR. MILLAR:  Sure, understood, but at its heart it is meant to be cost-based, essentially.  You are not meant to be making a profit off of these charges, or take a loss for that matter.  It is supposed to be more or less revenue-neutral?

MR. ANDRE:  Yes, that's correct.

MR. MILLAR:  Okay.  Can we turn to the attachment, which is at the next page.  There we go.  Again, I apologize for the small print.  Nor did I highlight any of these, which I probably would have done had I had more time.

But just looking at the first set of numbers.  Again, some of them Peterborough didn't have charges for or vice versa, and many of them are very similar, but quite a number are much higher for Hydro One than they are for Peterborough.

I look at the bottom, for example, of non-payment of account.  We have disconnect, reconnect a pole during regular hours is $185 for Peterborough, 320 for Hydro One.

After hours, 415 for Peterborough, 850 for Hydro One.

There are a number of these, if you go through, where Hydro One's cost to do this activity appear to be significantly higher than Peterborough's.

And again, I recognize that there would be -- there obviously are reasons for this, because the Board approved these, and they're supposed to be cost-based, but doesn't this suggest to us that in many areas it costs Hydro One a lot more money to do stuff than Peterborough does?

MR. ANDRE:  So I think the first thing important thing to recognize, Mr. Millar, is that these service charges -- this table was updated.  It was an undertaking at the technical conference.

So I don't know if you have JT2.5 available, but certainly we can bring that up on the screen, because there were a number of corrections, in terms of the decisions the Board had recently made around disconnections, for example, that neither utilities -- LDCs can apply disconnection charges.

There were also some changes to Hydro One's level of service charges based on our -- based on the final decision that was made in our distribution rate case 0049.

So all of that got updated in JT2.5.  So maybe once we are at JT2.5 if you wanted to go to -- which is on the screen now --


MR. MILLAR:  No.  Thank you for that, because I had forgotten this had been updated.  It does look like at least some of the numbers are now much more comparable.  In fact, some of them are the same now.

MR. ANDRE:  And in fact, you know, things like income-tax letter, account history, so I am sort of six or seven lines down from the administrative type charges, you will see that there are a number of charges that PDI charges $15 for that service, and in fact Hydro One has discontinued that charge.

MR. MILLAR:  Can we scroll down a little further, please.

MR. ANDRE:  Yes.  So --


MR. MILLAR:  But there is also some that are still significantly -- if you look at service calls after regular hours, 165 for Peterborough, 775 for --


MR. ANDRE:  On customer-owned equipment.  That's right.  So this is work that we are doing on their equipment on their behalf, and --


MR. MILLAR:  That's the same for Peterborough too, right?

MR. ANDRE:  Again, I wouldn't know.  I know that Hydro One at the Board's request updated its service charges based on a study that was done that was submitted in our recent distribution application, where we had been given direction that those service charges should be updated to reflect what it actually cost to provide that service.

I would let PDI speak to in terms of when their charges were last updated.

MR. MERALI:  Just on that one specifically, it is very, very rarely applied for customer on weekends, says, come to my house at 10:00 p.m. because I feel like voluntarily doing work on my panel, you know, that is that kind of request.

So I don't --


MR. MILLAR:  And I don't mean to suggest these are significant for revenue requirement.  But isn't this showing us that your labour costs, for example, greatly exceed Peterborough's?

MR. MERALI:  For a lot of the customer-specific charges I actually don't think it is the labour cost.

For a number of our customers, if you do a disconnect or you are going out to the property, you need to drive two or three hours to get to the location --


MR. MILLAR:  Right.

MR. MERALI:  -- to do that type of work, whereas in Peterborough or Orillia's jurisdiction they could probably cross the territory two or three times in that amount of time.  So a lot of the cost is associated with geographically getting to the customer's premise and not necessarily the labour.

MR. MILLAR:  I understand that.  For Peterborough, though, and Orillia, many of the savings are O&M savings, which will mean presumably people who currently work there don't work there any more.

So there would be travel costs associated with Peterborough that -- or have I got that wrong?

MR. JOHN STEPHENSON:  Well, I would think that the OM&A savings is principally on other costs and back office, as opposed to the people that are actually boots on the ground responding to these calls.  So I think that is incorrect.

MR. MILLAR:  Okay.  Maybe I have taken this table as far as we can.  It says what it says, I guess, and people can make what they will of it in argument, if anything at all.  But I thank you for your answers to that, and Mr. Andre, I thank you for pointing me to the updated table, because I had missed that in our review last evening.

I have got to keep moving here, because I am running out of time.  I wanted to follow up on, there was a discussion -- I don't even remember with who.  I think it was with Mr. Stephenson about convergence, and when we might expect a convergence between the rates of Peterborough and Orillia and Hydro One.

Again, maybe for this discussion, it's helpful to go back to page 1 of the Staff compendium.

First, I don't have the transcript from today obviously.  I was trying to take some notes.

But in the discussion, again I think it was with Mr. Stephenson, there was a sense from Hydro One that in year 11, there wouldn't be convergence.  But as we forecast out further and further, at some point there will be a convergence between, for example, Peterborough's status quo rates and the rates for the rest of Hydro One.

Did I get the gist of that correctly?

MR. ANDRE:  Certainly that was the gist of the discussion and you will recall that we talked about, you know, 20, 30, 40 years down the road as assets are replaced, you know, at Hydro One's costs.  There might be a convergence with urban rates.

But, you know, over that period of time, urban rates, as I have said a number of times, our current urban rates don't necessarily reflect the actual costs of serving an urban area like Peterborough or Orillia. There's a certain amount of averaging that is in our current urban rates.

And also if you are going out 30 or 40 years, the reality is there's so many things that could change, in terms of the costs to serve both for Hydro One and for Orillia and Peterborough.

Mr. Faltaous just mentioned our approach to stations, that they're looking at a new station methodology, or way to provide service at stations that could significantly reduce distribution station costs.

So I think when you are going out 20, 30, 40 years, it becomes extremely difficult to forecast what the actual costs would be.

But, yes, there would be -- you know, as we track the capital costs specifically required to serve these acquired utilities and we recalibrate the adjustment factors, there could potentially be a convergence to some other number.  But it would also require the urban rate, I think, to come down to more accurately reflect the actual costs of serving an urban area like Peterborough or Orillia.

We may never be able to do that, because our urban areas are across all of Ontario and do reflect that wide variety of urban-type settings.

MR. MILLAR:  Sure.  A lot of things in there, which I largely agree with.  First, forecasting past year 11, I hear you; that is not simple.  In fact, forecasting to year 11, I am sure everyone in this room would agree that these are the best numbers perhaps that you have been able to come up with.  But nobody would lay money that these are actually going to be the numbers in year 11 and every year you go beyond that, it becomes more difficult.  Is that fair?

MR. ANDRE:  I think I heard, you know, in terms of -- sorry, yes, we're speaking to costs.  I will let the cost allocation...

MR. MILLAR:  I don't think we disagree on this.  I don't need a lengthy answer.  I'm just saying forecasting is hard and the further you have to forecast, the harder it becomes.

MR. FALTAOUS:  I mean, I think it is a fair statement.  A forecast by definition is a forecast, right.

What will actually materialize, I mean things could change.  But ultimately it is using the best information that you have to develop as good of a forecast as you can based on that information.

MR. MILLAR:  Do you plan to continue tracking the status quo costs after year 11?

MS. RICHARDSON:  So we will, up until year -- assuming we get the same decision that we did for our previously acquired Norfolk, Woodstock and Haldimand, we will track the OM&A and capital cost to show the savings that were achieved during the deferral period.

Beyond year 10 and year 11, we've committed to track the capital cost.  We don't see a need to continue to track the OM&A costs as at that point, we will have hopefully shown that we did get the synergy savings that we expected to get, and also the OM&A costs are not needed to -- the tracking of the OM&A costs for Orillia and Peterborough are not needed to create the rates for those customers in year 11 and beyond.

MR. MILLAR:  What about shared costs?  Are those incorporated in that, or is that a separate category that you are not tracking?

MS. RICHARDSON:  The shared costs are always being tracked at a consolidated level, as we do for all of our rate classes.

MR. MILLAR:  If we look at -- Peterborough is the one that stands out.  Let's look at column E, the year 11 base monthly distribution charge.  Even for year 11, there is still a significant delta between Peterborough and Hydro One.

So at year 11, you are not predicting there would be convergence with Hydro One, at least in terms of their urban residential rate.  Is that fair?

MR. ANDRE:  That's fair.  As I have indicated, the Hydro One's urban residential rate is on a very different basis -- not very, but it is on a different basis than Peterborough's urban territory.

MR. MILLAR:  And you've realized most of the savings -- or if not most, then all of the savings by year 11 for Peterborough?

MR. ANDRE:  The number you are comparing is the without consolidation number, right?

MR. MILLAR:  That's correct.

MR. ANDRE:  So, there wouldn't be any --


MR. MILLAR:  You're right, you're right.  I take that back.

But would there be -- why would we expect, if it hasn't converged in year 11, would we expect it converges in year 20?  Like is it that -- in order for convergence -- again, I didn't want to put words in your mouth.  It seems to me for convergence, you would have to create a new rate class for Hydro One's legacy rate class, a more urban rate class, something like that.

That is the only way you're going to get convergence, is that right?

MR. ANDRE:  We would have to do that, and then we'd have o develop what would be the appropriate adjustment factor or density factor we would apply to determine the costs for that new rate class.

Because remember, when it comes to hop legacy classes, we don't have the specific costs associated with tracking any individual classes.  It's going to be a function of cost allocation.

So we would have to come up with a methodology that better allocates costs across its rate classes.  Right now we already have the distinction of urban medium density, low density, seasonal, you know.  Could we create more classes?  Does the Board think our legacy structure requires more classes to fairly charge the costs to serve to them?  I think that is a matter to be decided as part of a distribution application.

Certainly for -- you know, I think this notion of convergence with an existing Hydro One class is a bit of a false premise, because there are no existing Hydro One classes that would appropriately reflect the actual amount of assets that we know are required to serve these acquired utilities.

MR. MILLAR:  Sure.  And I don't want to get into this again, but that would be true of Trenton as well, right?  We've been over that, so I don't think there is anything more to say about that.

But just again so I am clear on this point and then I will move on.  When you were speaking about convergence earlier, Peterborough and Hydro One's urban residential, at least on the tracks they're currently on are never going to converge.

MR. ANDRE:  I wouldn't -- I mean, your initial question was 20, 30, 40 years from now.  And I think I indicated that 20 or 30 or 40 years from now, if we do -- you know, if our urban areas start to become considerably more urban, which then drives a change to the density factor and possibly shifts -- reduces the costs allocated to Hydro One's urban legacy class, and the recalibration of the adjustment factors for the acquired classes bring their rates up a little bit, I think maybe you at some point will achieve convergence.  But you would be talking a long time down the road.

MR. MILLAR:  And you're not necessarily predicting that would happen at all.  Again, forecasts are hard, but --


MR. ANDRE:  I don't want to predict what is going to happen 20, 30, 40 years from now.

MR. MILLAR:  We have to.  Unfortunately, that is part of the game, though I appreciate it is a challenge.

Let me move on.

CHAIR SPOEL:  Mr. Millar, how much longer do you think you are likely to be?

MR. MILLAR:  Just a couple of minutes, I think, Ms. Spoel.  I would prefer to finish by lunch just so I can eat in peace.  But just a few more minutes.

I want to talk about some potential conditions that might be suggested by parties.  I have already gone over one, which Ms. Richardson was not taken with.  I won't go over that one again.

And I think we have already discussed you don't propose to continue to track the status quo costs in the fashion that you are doing it in the deferral period beyond year 11, and you would not support a condition that required you to do that?

Or I shouldn't say you wouldn't support it.  That is not your proposal.  Would you support such a --


MS. RICHARDSON:  Sorry, did you misspeak?

MR. MILLAR:  I might have.

MS. RICHARDSON:  Not status quo costs, we wouldn't be tracking.  We would be tracking the cost...

MR. MILLAR:  No, I meant status quo.  You do have a forecast of status quo out to year 11.  I think, as we just discussed, you're not proposing to do a full status quo forecast beyond year 11.

MS. RICHARDSON:  The problem of doing a full status quo forecast beyond year 11 is that there is no company to do that status quo forecast anymore.

MR. MILLAR:  There is no company in the deferral period either, right?

MS. RICHARDSON:  Okay.  So right now, what we have received from both Orillia and Peterborough is what their forecast is, what they expect their forecast would be if they were not acquired by Hydro One.

MR. MILLAR:  Correct.

MS. RICHARDSON:  So in year nine, then you are asking us or somebody -- I'm not even sure who -- to create a forecast for years eleven to twenty of what Orillia and Peterborough would be if we hadn't purchased them.

It is just very difficult for us to do, because --

MR. MILLAR:  Very difficult.

MS. RICHARDSON:  -- supposedly we have moved on past that stage, and we can give a forecast of what it costs us to serve them, but to make a forecast and speculate what it would cost them to exist without our ownership is --

MR. MILLAR:  Sure, and --

MS. RICHARDSON:  -- I am not sure how we would do that.

MR. MILLAR:  Appreciating all of the difficulties, if you don't have a status quo forecast for year 15, let's say, is there a way for the Board to know that Peterborough's customers in year 15 are paying not more than they would have been paying had they not been amalgamated?

MS. RICHARDSON:  So what we have said in the technical conference, and I made mention today, is that we've provided up to year ten where we expect the goalposts will be.

And when we reset the rates for them to say that they are going to be within those goalposts in year 11 to 15, let's say, of our next rate filing, any deviations from that, we would have to explain that in our evidence.

So when we said that we needed to increase rate base or capital expenditures by a certain amount, we would have to defend why, if we're changing the return on equity or whatever other changes, I think it would have to be up to us to defend why there should be a change to that goalpost.

MR. MILLAR:  Okay.  I have your answer on that, thank you.

MR. ANDRE:  Sorry, and I would add, because I think you had asked beyond year 11, so Ms. Richardson had spoke to year 11.

Beyond year 11, once they're integrated into Hydro One's cost allocation model with those direct allocation adjustment factors, then the normal Board's cost allocation and rate design process would continue.

So whatever average increases apply to the combined utility, Hydro One and the acquireds, all customers, including legacy and those new acquired classes, would see those average increases.

And I think you had produced -- you know, page 1 of your compendium had showed that when it comes to average increases year over year, we wouldn't -- certainly wouldn't expect the average increase for Hydro One to be significantly above the average increases year over year that Peterborough and Orillia would -- so I just wanted to be clear that beyond year 11 they're going to get the same average increases that Hydro One would get, Hydro One customers would get, legacy customers.

MR. MILLAR:  Okay.  Just let me move on to my very last question.  There's been very little discussion about reliability.  You have produced some statistics on Hydro One's current SAIDI and SAIFI as compared to Orillia and Peterborough.  And I don't think we need to pull that up. I think they're close to some extent.  One may be higher, one may be lower, but whatever the evidence is, I don't have specific questions about that.

Will you be continuing to track that separately for Peterborough and Orillia first over the deferral period?  So their SAIDI and SAIFI statistics?

[Hydro One panel confers]

MR. FALTAOUS:  So I don't think it would be exactly the same as Peterborough and Orillia currently, as they are stand-alone.  However, I mean the feeders would be the same.  And the reason that I say it wouldn't be exactly the same is because in a lot of cases they're actually embedded to us, which means Hydro One distribution owns a portion of the feeder, and then they would own the downstream portion, so the entire feeder would still exist and would still be able to report in terms of reliability on those feeders, but it may not be the exact same as, you know, the reporting for PDI or OPDC as a stand-alone entity.

MR. MILLAR:  Can you still do it on a stand-alone basis?

MR. FALTAOUS:  No, I don't think we can, because ultimately if the acquisition happens we would be sort of removing that artificial boundary in terms of feeder ownership, and so then if, you know, a problem happens on the feeder and there's an outage, you know, is it attributed to PDI or is it attributed to the portion for Hydro One?  That's not something that we would be able to track going forward.

MR. MILLAR:  So if the Board or parties wanted to compare what happened to, say, Peterborough's SAIDI and SAIFI in a deferral period, they would have a close approximation in the statistics you can provide, but it wouldn't be exact?

MR. FALTAOUS:  That's correct.

MR. MILLAR:  And would that be true of the post-deferral period as well?  After...

MR. FALTAOUS:  With the caveat that over time, I mean, system configuration can change.

MR. MILLAR:  Of course.

MR. FALTAOUS:  So of course, you know, through investments and so on we may transfer some feeder loads from one feeder to another.  We may, you know, potentially build out new feeder ties and so on.

So, you know, assuming the system configuration has not changed, then, yes, you would be able to, but ten years or beyond ten years is a long time, and things can happen during that time where you may have a system that doesn't look exactly the same as it did when it was first acquired.

MR. MILLAR:  Okay.  That is helpful.  And thank you very much, panel, those are my questions.

CHAIR SPOEL:  I think we will resume at 1:30 if that is acceptable, and then we can try and get through the rest of this this afternoon.  Thank you.  People won't have to come back tomorrow.
--- Luncheon recess taken at 12:40 p.m.
--- On resuming at 1:30 p.m.

CHAIR SPOEL:  Thank you.  Please be seated.  All right.  I think it is Mr. Harper, you are on next?

MR. HARPER:  That's correct.

CHAIR SPOEL:  Great.  Thank you.
Cross-Examination by Mr. Harper:


MR. HARPER:  As the chair said, my name is Bill Harper and I am a consultant for VECC.

CHAIR SPOEL:  Just before you begin, Mr. Harper, do you think -- it is getting quite bright and the glare is making it harder to see things.  So maybe we could close the blinds a little bit.

Is it there, the control panel?  Oh, who knew?  How many years have we been here.

Sorry, Mr. Harper, I interrupted you.

MR. HARPER:  That's okay.  I distributed a compendium last Friday.  I gave copies to Board Staff.  I don't know if it it's been passed on to the panel or not.

MR. MILLAR:  K2.3, and we will pass it up to the panel now -- my mistake, K2.2.
EXHIBIT NO. K2.2:  VECC COMPENDIUM FOR PANEL 1

MR. HARPER:  Okay.  Actually I have questions on a number of topics, and I would like to start off with what will be a fairly minor one, which is the treatment of the regulatory accounts for the two being-acquired utilities.

I think during the technical conference, there was various exchanges about the current balances in the OPDC and PDI deferral and variance accounts, and the fact that in both cases, I believe there is money owing to customers on net in both cases, is that correct?

I think when asked about when the balances would be cleared, Hydro One indicated -- this is at tab 1 of my compendium, PDF page 4 -- indicated unless something was specifically written in the agreements, they would be disposed of when the balances got material.

I was just curious.  In the context of that exchange and the refunding of the balances, how would Hydro One define -- what would you consider a material balance that would trigger a need for refunding?

MR. FLANNERY:  So in terms of items, as you said, that are not covered in an APA or SPA specifically, and I think we covered that one which was 1576.  There was a balance for OPDC, we made a commitment there in that SPA or APA for elements that are not covered.

If it was a group one account for deferral and variance account, then we would follow the Board's policy.  And I do have a policy which is for a group one account, it should be disposed of if it exceeds a pre set disposition threshold of .001 cents per kilowatt.

So once those balances, whether they be in credit or in debit, would reach or exceed that threshold, we would then put an application with the annual rate update and dispose of them at that time.

MR. HARPER:  Actually, you just touched on the second question that I had.  And that was because I know during the technical conference -- this is at tab 2 -- there was a reference to regular accounts 1575 and 1576 and to the addendum to the shareholder agreement for PDI that required you to clear them at the time when, I guess, the transaction was concluded.

I was just curious, and I could go back -- excuse me, that was with respect to Orillia, I believe.

MR. FLANNERY:  That's correct.

MR. HARPER:  Was it just those two accounts?  Did the purchase agreement and the addendum require you to clear any of the other accounts for Orillia at the time that the purchase is concluded?

MR. FLANNERY:  It only specifies 1576, specifically.  So that is section 6.7 of the share purchase agreement defined as existing customer rebates and headed up.  It just specifically talks to that one deferral account.

MR. HARPER:  Okay.  And can you tell me are there any similar provisions in the PDI agreement?

MR. FLANNERY:  No, there aren't.

MR. HARPER:  I just wanted to get clear on that.
I would like to turn now to the capital forecasts and, in particular, Orillia.  And we spent a lot of time talking about substations in PDI, and I thought it only fair we talk about substations in Orillia to give them their fair air time, if I can put it that way.

You have details on the spending and that is set out in response to OEB 19, which I think is attachment 4, and   which in my compendium is tab 3, PDF page 10.  If you scroll down, I think there is attachment 4.  There it is, actual spending forecast.

Now, before I get into this, I think you indicated -- Orillia indicated at the technical conference that you had one new substation that just came into service in 2017, and a second one that just came into service this year.  Have I got that correct?

MR. HIPGRAVE:  That's correct, Mr. Harper.

MR. HARPER:  Roughly, what was the average cost, you know, if there's a vast difference, what was roughly the average cost of the stations you were putting in?

MR. HIPGRAVE:  I believe one of them was 2.3 and the other came in at 2.6 million.

MR. HARPER:  Thank you.  And I guess at the technical Conference, you also indicated that the capital spending forecast, and that is what we have here, anticipated replacement of two and possibly three substations over the 2024-2030 period.

MR. HIPGRAVE:  We've got one scheduled in 2021, which you can see that 2.8 million there in 2021.

MR. HARPER:  Right.

MR. HIPGRAVE:  That substation, actually in conjunction with some voltage conversion work we're doing in other areas, that substation will ultimately take two out of our system.  So it was part of our larger strategy.

As we look at these substation replacements, we're locking at the opportunity to possibly reduce the total number so that long-term costs are reduced.

Beyond that 5-year horizon, which is the 2023 up on the chart, in the years 6 through 10 window, we don't have the specific years that we've scheduled to replace substations.  But given that we still have four --or sorry, five of our nine remaining substations are 1970s vintage, our expectation is in the years 6 to 10 period, we would likely do two more substation replacements or refurbishments, if at the time we determine that that is the best way to approach it.

And, you know, probably shortly after that time horizon in the 10 to 12-year window, even though it goes beyond what is on that chart, I suspect we may even be looking at one more in our capital plan.  But that's a fair ways out and again beyond of kind the 10-year horizon.

MR. HARPER:  That's fine.  Thank you.  Now, would I be correct that given the timing of the application, the status quo forecast you have here would be based on the capital plan that OPDC developed in 2018?

MR. HIPGRAVE:  Yes, that's correct.

MR. HARPER:  I think at the technical conference you talked about at that point in time you were just finishing putting together your 2019 capital plan.

I was just wondering which -- I assume if you go forward a year, it would cover the years up to 2024.

I was just wondering, can you confirm whether or not your most recent capital plan has a similar level on the status quo basis that you would consider to be your future spending on substations?

MR. HIPGRAVE:  Certainly.  We have just completed our -- it is it actually our 2020 budget or plan, so beginning in 2020 and rolling forward.

And we're consist isn't with still maintaining that plan to replace that substation in 2021, and again beyond the 5-year horizon and the six to ten window, even though that is not part of our long term capital plan, that's certainly still our intention.

MR. HARPER:  So even with this updated plan, the numbers we're seeing here in attachment 4 for your total forecasted capital spending are probably still a reasonable estimate of what you would expect, on a status quo basis, to spend over the next ten years.

Would that be a fair conclusion?

MR. HIPGRAVE:  It is a fair conclusion, and if anything in our most recent one, because we're two years ahead now from the submission that is in the evidence.  It has actually gone up a little bit just in light of some better knowledge and information and projects that we're going to undertake.

MR. HARPER:  Okay, fine, thank you.  I would like to turn to the flip side of this, which I guess is really just the development of Hydro One's capital spending forecast for the Orillia service area.

So if we go to tab 5 in my compendium, which is technical conference undertaking JT 1.9, and that's at PDF page 15 of the document.

First of all, this starts off -- I just want to start off with this because this was -- and I think you went through this in your presentation.  I apologize, I wasn't here yesterday, but I understand that you start off with the investment plan for Hydro One overall and that is scaled to the LDC demographics of the acquired utility.

And then you make some specific adjustments for things that may not be -- that you may have to need because of unique circumstances of the utility.  Is that correct?

MR. FALTAOUS:  That's correct, Mr. Harper.

MR. HARPER:  If I understand correctly, in the case of Orillia, one of the specific adjustments you made with was with respect to the fact they had a higher portion of underground facilities.

MR. FALTAOUS:  For Orillia?

MR. HARPER:  Yes.

MR. FALTAOUS:  Correct.  That is correct.

MR. HARPER:  Were there any other specific adjustments that you made to your scaled capital spending forecast, besides that adjustment for recognizing the higher degree of underground?

MR. FALTAOUS:  Yes, so, I mean, I think we would have also accounted for the fact that from a PCB compliance perspective they are pretty much at a point of compliance right now.  So there is no additional investment required for PCB.

I think we would have looked at -- so for trouble for on the capital as well as the OM&A side, this is where we would have accounted for underground versus overhead, and then I think we also would have looked at the fact that there are obviously urban utilities, so from a line patrol perspective the frequency requirements are different from Hydro One distribution's, which is primarily a rural area.

MR. HARPER:  I guess then turning back to a favourite topic of all of ours, did your plan provide for the replacement of any substations in the Orillia service area over the next ten years?

MR. FALTAOUS:  Yes, it does.  So if you look at JT1.8 -- and that is the attachment to JT1.8, attachment 2.

MR. HARPER:  I think that is tab 6 of my compendium.

MR. FALTAOUS:  Yeah, perfect.  You're on top of it, Mr. Harper.  Yes.

So we have a total funding there of about $5.6 million over the ten years to address distribution stations for Orillia.

MR. HARPER:  So if we were using the types of costs that Orillia was talking about, that you had to buy a whole new station, that would be in the order of two new stations, if you had to refurbish something it might be something more than two stations, that you could cover with that spending, would that be correct?

MR. FALTAOUS:  Well, I think it really depends the work that you're doing.  Like, I mean, if you are building two brand-new stations, then, yeah, you're likely to only cover a couple, but if you're doing component replacements, transformer replacements, it really would depend.  And in that case you would cover potentially significantly more stations if you were just doing, let's say, transformer replacements.

MR. HARPER:  I guess really at the high level where you worked you don't really have any idea as to precisely how many stations you would see yourself addressing with this level of spending over the next ten years?

MR. FALTAOUS:  Well, so I think what we have said is, you know, in JT -- actually, sorry.  Let me correct that.  I think what we're saying is that we could address a number of stations depending on what type of work we're doing.

So for example, you know, there's one station that we had specifically identified that needs to be addressed for Orillia, but beyond that it is a capital envelope that would enable us to address the needs as they arise, and obviously we would develop those specific needs once we take over those assets and start developing detailed plans for them.

One thing I would just like to add, Mr. Harper, is, like, we do have other tools that are available to us that may not be available to Orillia, so as an example, we have a fleet of mobile unit substations which we could use to address any sort of, you know, station failures.  We also have more than adequate level of spare transformers for our stations.

So ultimately, the way that we manage risk on our system, you know, may be different than the way that Orillia would have to manage it on theirs, because maybe they don't have some of those options.

MR. HARPER:  Fine.  Thank you.

I would like to flip over now to the OM&A side.  And if we could maybe turn to -- actually, it was Undertaking JT2.11, which is tab 10 of my compendium.  And if we look at attachment 1 there.  I think that is dealing -- and this I would -- we're flipping back to Peterborough now just so we don't get too complacent with one utility or the other, you know.

And what we have here is the year 2 and the year 10 OM&A forecasts broken down somewhat for both the status quo, which is -- excuse me, which Peterborough continues to operate, and also under the residual forecast for Hydro One, assuming the acquisition.

Now, if I look at PDI's status quo forecast and specifically the distribution operations expenditures, which are in the order of 3.7, 4.5 million, could PDI tell me, is all of the work that is covered off there, is that all done by your staff, and I guess it is PSUI is the -- is your company's service utility.  Is all the work done by their staff?  Or is a fair amount of that contracted out to third parties?

MR. JOHN STEPHENSON:  I would suggest that the majority of it is -- if not all of it is internal staff on the distribution operation line, as the personnel that are in operations doing the work.  There is some level of contract, but nothing significant.

MR. HARPER:  Right.  Okay.  So basically a large amount of that 3.7 million in year 2 would basically be hours and wages for the technical and trade staff that are working for PSUI then.

MR. JOHN STEPHENSON:  Well, in fact, to answer the second part of your question, now all of that direct staff is in PDI proper.

MR. HARPER:  Right.

MR. JOHN STEPHENSON:  So there isn't really any allocation from the affiliated company for that line.  Virtually all of it is direct salary benefits, direct cost of operations in PDI.

MR. HARPER:  Now, in the case of Hydro One, you're showing a year 2 cost of about $1.6 million.  Correct?  On the distribution, for distribution operations.  Is that your incremental cost for distribution operations?

MR. FALTAOUS:  That's correct.

MR. HARPER:  And in the application you indicated that you would have to expand your local complement by about 13 positions in order to -- you know, when you look at the downsizing you would still have to retain or expand your complement or retain about 13 positions from the trades and technical side of PDI?

MR. FALTAOUS:  That's correct.

MR. HARPER:  Correct?  And so I guess the 1.6 million here would probably largely represent the wages and salaries and benefits, et cetera, of those 13 staff that you are looking to have to retain, and therefore represent incremental cost to yourself?

MR. FALTAOUS:  Not necessarily.  And the reason I say that is because the staff that would be coming over would be doing work, you know, within the ops centre, some of that work could be capital, so it wouldn't be purely just to cover -- you know, this is not to cover salaries of the staff.  I mean, that is really not how we built up these costs.  We built them up based on the actual work that needs to be done starting out with the Hydro One plan.

So some of the staff that would be coming over some of their time could be charged to capital projects.  Some of it may be charged to OM&A.

MR. HARPER:  Now, in the PDI application you also indicated that there would be a reduction of four staff working directly on the PDI assets?

MR. FALTAOUS:  Correct.

MR. HARPER:  And here you are showing a savings of about $2 million.  And what I was struggling with was -- and maybe you can help me out with this, because this is what I was struggling with, was on the one hand you were talking about $1.6 million to what I thought was covering an additional 13 staff costs, but then seemed to be attributing $2 million to a reduction in four staff, and those two sets of numbers just didn't align in my mind.

And maybe you could explain to me why I am doing my math wrong or what would make them align.  It would help me out.

MR. FALTAOUS:  No.  Certainly.  So again, like, the dollars that are here that are in the Hydro One forecast for distribution operations, these are not dollars built out by, you know, number of staff, FTEs -- I can actually -- if I can take you to -- one second here.  Just bear with me for a second, please.

If I can take you to Exhibit I, tab 4, schedule 7, part E.  So you can see in this response where we basically say that the Hydro One forecast -- so that's really lines 13 to 17 is what I am looking at -- the Hydro One forecast assessed the business area total incremental cost to serve the new territory.

So labour costs are captured, but the forecasting approach doesn't utilize a forecast of headcount or FTE metrics.

So in other words, you know, the savings are the difference between the status quo forecast and the Hydro One forecast, but it's not broken out by, you know, FTE or labour reductions.  Ultimately it doesn't directly -- this is not how the savings work after, and that is really what was being explained in part E.

MR. HARPER:  No, I understand that wasn't how the savings were captured, but just on a -- if I can use the expression -- a sanity check in terms of, does the $2 million seem reasonable.  I was having a hard time assessing -- establishing in my mind that was reasonable when you are only talking about a staff reduction of four in the operations area.  Then we talked about, you know, what it was going to cost you to sort of have 13 more retained.

So I understand that wasn't how it was done, but I was hoping you could explain to me why just in my very simple mind when I was looking at the numbers it just seemed out of whack with each other.

MR. FALTAOUS:  Yes, so I think another contributor to that is the fact that what we're talking about is the additional costs.  So when we're talking about some of these work programs and so on we're looking at the additional costs to serve the new territory.  So there are some costs that are not additional costs.

So for example, a very simple example would be head office, fleet costs, which are typically captured in the OM&A, but those are costs that are not additional costs.

So as a result taking on, you know, Peterborough, for example, wouldn't increase that portion of the costs.  It would only increase the portion that is incremental and not the non-incremental portion.  And so that is contributing to this as well.

MR. HARPER:  Okay.  I will have to think that through a little bit more.

If we could turn to the customer service OM&A.  I guess on the Hydro One side -- and if we go back to that JT2.11, attachment 1 that we were looking at earlier.  On the customer-service side you have roughly $2 million there associated with the Hydro One forecast.

There aren't any incremental staff associated with that $2 million, are there?

MR. MERALI:  So primarily the incremental customer costs are associated with sending, you know, bills out, for example, postage, bad debt, charges, leap charges, things of that nature.

On the contact centre side, we took a prorated approach, so we looked at overall contact centre costs, what the sort of average cost per customer was, and then multiplied it by the number of customers that were being acquired.

So there may potentially be a need for additional contact centre staff, but they get sort of blended in with the pool of two to three hundred that we have.  It's based on anticipated call volumes and things of that nature.

MR. HARPER:  To the extent those would trigger additional staff, that wasn't part of -- in your application you talked specifically about what this changing of staffing was going to be, and what the increases in staff complement was going to be that Hydro One was going to have to undertake as a result of the application.

I think the only increases were in the areas of trades and technical, the distribution operations area.

So to the extent there were increases there, they weren't identified at all in the application in terms of any additional staff you might need in the customer service area.

MR. FALTAOUS:  No, I don't think that is actually correct.  So when we built out the additional costs that we're talking about.

We captured all costs that are needed, including additional staff costs, including any additional labour, material, equipment any additional costs that would be required to serve the new territory, those are all captured in the Hydro One forecast.

But we didn't calculate savings by each of those fields.  And I think this is where -- you know, the this representation here, this is really meant to be sort of our best effort at categorizing where the costs were in order to be responsive to both the interrogatories as well as the undertaking.  But the actual forecast wasn't built out by looking at FTE counts and so on.

All costs, though, including labour costs associated with additional staff, if there was additional staff, labour costs specifically are captured in the Hydro One forecast.

MR. HARPER:  Okay.  I would like to turn maybe to the Peterborough representatives here, and the status quo forecast that you have here for customer service.

Can you tell me to what extent does Peterborough currently rely on digital service channels in dealing with its customers, either electronic billing, handling customer contacts, et cetera.

Is any of that done through on a digital or computer related basis, or is it all sort of manual and over the   mail stuff?

MR. WHITEHOUSE:  No, a significant portion of that is through digital, through customer self-server portal and through other means, e-billing, that kind of thing.

MR. HARPER:  If you were to continue to service these customers on a status quo basis, would you anticipate there would be an increase in the use of those digital channels over time?

MR. WHITEHOUSE:  Sure.  From year to year, they increase the number of uptake on that for sure.

MR. HARPER:  It would be fair to say the increase in digital channels would serve to reduce your customer service costs over what they would be on, say, a per customer basis over what they would typically be?

MR. WHITEHOUSE:  Yes.

MR. HARPER:  I think we talked in the technical conference earlier about how your customer service costs were increasing at about 2.4 percent per annum, which was something in excess of inflation.

I was wondering if, given that background, whether you think that 2.4 percent increase annually in customer service costs over the next ten years is something that's still reasonable, given, like I said, your increased use of things like digital channels, which will be bringing down your costs to customers.

MR. JOHN STEPHENSON:  Well, I would say that  obviously the uptake on digital medium helps reduce cost.

But the escalation that's 2.4 percent, 2.5 percent, let's say, that's in the projections is very much driven by the labour component.

And if you look at our overall cost structure, 65 percent of our operating costs -- whether it is in customer service or other areas -- is being driven by that wage and benefit component.

So unless digital medium is going to be taking out jobs, I don't think it is going to be making the same imprint that you are suggesting going forward on reducing cost escalation.  It will help, but it won't be large.

MR. HARPER:  Okay, fine, thank you. I would like to turn to Orillia's OM&A costs, which if we flip forward one page in the compendium, it's attachment 2 to Exhibit JT 2.11, at tab 10 of my compendium, and page 35 on the PDF.

And again, sort of from Orillia's perspective, we're seeing status quo costs in year two of roughly 5.6 million going up to 6.6 million in year ten.

I was wondering, again a similar question to Orillia.  Is most of your distribution operations work done by internal staff, or is a fair amount of that contracted out?

MR. HIPGRAVE:  Primarily internal staff.

MR. HARPER:  Okay.  I had a similar set of questions about trying to reconcile in my mind the changes in increases, but I assume the answers Hydro One gave for PDI would equally apply on the Orillia side?

MR. FALTAOUS:  That's correct.

MR. HARPER:  So I will save us all the time of having to go through that again, thank you.

Then again, to what extent does Orillia currently use digital service channels in dealing with its customers?

MR. HIPGRAVE:  We do some.  We have like E billing, a customer portal as well.  One of the items that we have wrestled a little bit with is trying to get to the stage where we have outage management systems.  In light of our current situation, we haven't really invested strongly in that.  But ultimately, it is something that we would have to look at.

But one of the difficulties with a smaller utility, as I am sure you will understand, is the cost isn't scaled.  So it is on a per customer basis.  It is relatively costly to implement such a system.

MR. HARPER:  Okay, fine.  But I guess it's something that if the transaction didn't go through, you would have to look at.

MR. HIPGRAVE:  We would have to look at it, yes.

MR. HARPER:  That's fine.  Okay.  I would like to now turn to our favourite topic of all, which is cost allocation.  I am not going to go into the details of the spreadsheet, so I will save us all of that.

I just want to talk to you at a high level, and I would like to turn to Hydro One's proposed approach for the acquired utilities in customer classes in year 11.

I think you have gone over some of this ground before about how -- you have indicated that the objective would be to set the revenues to be recovered from these acquired customers somewhere between your residual cost to serve and the status quo cost to serve in year 11.

You referred to these as the goalposts and coming in between the goalposts and under the bar, I think is what Mr. Millar was referring to it as.  I think that is really what your plan is for year 11?

MR. ANDRE:  Yes, that's correct.

MR. HARPER:  And I think you also indicated the value for the goalposts would need to be adjusted, and I think this was discussed with Mr. Millar earlier this morning and during the technical conference, and I think some of the adjustments you gave examples of are at tab 11 of my compendium, at page 38, PDF 38.


At the technical conference, you gave some examples of the types of adjustments that might need to be made to the goalposts in year 11.

I guess I read through the examples and I was listening a little bit to the conversation this morning.  And of the examples, it wasn't clear to me what the underlying principle was in terms of when you think an adjustment would be appropriate and when an adjustment would not be made.

Maybe if you could just sort of enunciate to me rather than using an example, give me what you think the principle would be that would guide your decision in making a proposal as to whether an adjustment to the goalpost should be made as a result of a particular item, or occurrence, or event if that happened over the next ten years.

MS. RICHARDSON:  So first of all, there's the economic Parameters, such as the return on equity.  So that would be Something -- the principle would be whatever costs would have incurred for Peterborough or Orillia and their status quo that are new incremental to what was in their 10-year forecast, and that Hydro One is going to incur the same cost or the same activities, that those would be the ones that we would say would change the goalpost.

MR. HARPER:  I think that is what I wrote down.  When I was thinking about that response and the conversation we had earlier about capital planning and how it isn't quite the same, I mean, let's take Peterborough for example.

They have a plan to replace a number of substations.  You have a plan, but it isn't exactly the same as Peterborough's because, as you said, you have different options, you have different alternatives.

If for some reason you came up and you -- so the fact there isn't really an apples to apples comparison between the utilities when it comes to how many substations you're going to have to replace over the next ten-years.

So it seems to me, and I put the premise to you that if for some reason you found you had to do more substations than what you'd thought, is that something you would come forward and suggest you change the goalpost, because if Peterborough had owned them, they would have had to do the same number of substations?

MS. RICHARDSON:  That is not what we had in mind.

MR. HARPER:  Okay.

MS. RICHARDSON:  It is more if it's something -- like I said, a few years ago if they told us we all had to put in a smarter meter than we have now, or some new technology that's been mandated across the province or from the Energy Board, that all utilities had to incur a new expense, if it's DER or whatever, it would be something like that that is mandated across the province that we would all have to incur the same cost, but not just the difference in the actual asset planning and the cost.

MR. HARPER:  Okay, fine.  That is useful.  It helps me understand the principles underlying it.

I guess now we can talk about adjustments to stay within the goalposts, once we figured out what the goalposts are.

Am I correct that at the time of rebasing in year 11, as a first step you would run your cost allocation model with proposed adjustment factors.  And then, as with any application, you would make adjustments to the revenue to cost ratios per the Board's policy.

Then as we understand it, you would look at the results of that and determine whether or not they fell -- the results fell within the goalposts, and if they fell within the goalposts you would say, fine, no more action required.  If they didn't, that is when we would have to do something further.  Have I got that correct?

MR. ANDRE:  Yes.  That's correct.  That's our proposal.

MR. HARPER:  Now, as I understand it, the goalposts apply -- in order to apply that principle, the goalposts apply to the total revenue requirement attributed to -- or cost that you are going to plan on recovering the revenues you're going to recover from all of the acquired customer classes, and there is more than one in Peterborough and there is more than one in Orillia, so it is summing up all the acquired classes and looking at whether in total the revenue is to be collected and the resulting revenue-to-cost ratio -- sorry, the revenues to be collected fall within those goalposts.

It's the total that the goalposts deal with, right?

MR. ANDRE:  Yes, it is the total.

MR. HARPER:  And so what I was struggling with is, so we have it got right, so we know we're right in the total.

How do we know that we're right for each individual customer class, that, you know, so overall all of the, say, the PDI acquired customer classes are fine when we total them up.  But how do we know that on a No Harm basis we have no harm to each of the individual customer classes that are represented from the acquired utility?  Because it could be that we sum it up and it is fine in total, but maybe one is paying a lot more than it should have been and that would have been, and others are paying a lot less, but when you add them all up it comes within the goalpost.

How do we reassure ourselves that, not only on a total basis, but on an individual customer-class basis, there is -- no harm is occurring?

MR. ANDRE:  So I think part of ensuring that that happens is the direct -- the direct allocation adjustment factors actually replicate the amount of costs that would be split across the three classes in the same proportion as in their last cost of service.

So we have an assurance that the amount of fixed assets that get attributed to each of those customer classes is consistent with how the total amount of assets would have been attributed across the three classes had they not been acquired.

So that drives the correct allocation of costs to those classes.

MR. HARPER:  So let me get this straight, because that is what I thought was going to occur, and then I got thinking about it a little bit further and the fact that -- like, let's say Orillia.  When was the last year that Orillia rebased and we -- you're using the cost allocation results for Orillia from their last rebasing.  That was 2000 and --


MR. HIPGRAVE:  2010.

MR. HARPER:  2010?

MR. HIPGRAVE:  Yes.

MR. HARPER:  Which is like nine years ago now.  We fast-forward another 11 years.  We're using the cost allocation results from a cost allocation that was effectively done 20 years ago to figure out whether or not we've got the right apportionment of costs to customers in 2030 when you are doing this -- when you are doing this year 1 analysis.

For PDI it may be a little bit shorter, but it is maybe six -- 16 years, as opposed to 20 years.  I can't remember exactly when they last rebased, but still, the cost allocation you're using is still -- would you agree with me it is a pretty dated cost allocation result you're using in both cases by the time you get to 2030?

MR. ANDRE:  I would agree, you know, recognizing that it represents the best available information in terms of how the costs would be allocated across the classes --


MR. HARPER:  No, I --


MR. ANDRE:  -- but I agree it is dated.

MR. HARPER:  I appreciate it is the best available.  I would maybe put quotation marks around "best".

Okay.  I guess, so now we understand if we're in the goalposts, I would like to look at the situation -- I think you touched briefly on this with Mr. Millar this morning, was, if you have done the initial revenue-to-cost ratios and you add it all up and you find your results fall outside the goalposts, and I know you claim this will never happen, but let's say for some reason the results are too high.

I think you talked this morning about adjusting some of the revenue-to-cost ratios, and I wanted to ask you, what principles would you apply to determine which customer class's revenue-to-cost ratios you would adjust in order to bring the total of all of the acquired classes back down to within the goalposts?

MR. ANDRE:  I mean, I think that's a good question, and I think that's something that, you know, at the time that we do our harmonization proposal that those are the kinds of details that would be part of our year 11 application.  Certainly we would propose something that we think is principled.

Off the top of my head, I would think that, you know, moving the -- for those three acquired classes, if there are some that are closer to one, so in other words further within the range than the other classes, I would probably suggest at the time that those might be the ones that you make the adjustment to first, to see if that adjustment alone would generate the change in allocated costs or costs to be collected, if that would be sufficient.

And then once all of the classes are sort of -- or all of the revenue-to-cost ratio for the classes are at the same level, more or less, then at that point I would probably start reducing all of them on an equal basis.  But, I mean, we would try to follow the principles, which is essentially the principle we have now when we make revenue-to-cost ratio adjustments, which is you deal with -- you apply the adjustments to those classes who are farthest away from the limits specified by the Board.

MR. HARPER:  And actually, in your response just now and the responses you were giving to Mr. Millar triggered another question in my mind, which was that when you're talking about looking as to whether you're in the goalposts, you were talking about summing up the actual revenues that would be collected from each of the acquired customer classes.

And I think the conversation you had with Mr. Shepherd yesterday was acknowledging that probably, given that their rates at that point in time had been sort of frozen or sort of lower than what they otherwise should have been for a number of years, those revenue-to-cost ratios are all likely -- more likely to be below 100 percent than above 100 percent when we get to 2020.  Is that a fair conclusion?

MR. ANDRE:  I think that is a fair characterization, given they have only been subject to IRM --


MR. HARPER:  And I guess, you know, given the Board's, you know, the Board's policy about ranges, et cetera, and we don't know what the ranges are going to be, I am wondering why you would rely on the revenues to be recovered from each customer class when adding them up, as opposed to looking at what would be, after your adjustments with the adjustment factors, whatever, the 100 percent, you know, cost to recover from if the revenue-to-cost ratio was set at 100 percent and summed those up and say if those all summed to the goalposts I'm okay but otherwise I am not.  Why would you focus on the revenues to be recovered from -- because in the future, as you just said, we don't know what revenue-to-cost ratios we're going to have to adjust or even what the revenue-to-cost ratio acceptable ranges are going to be ten years from now.  So why would we use the revenues as opposed to sort of what is the allocated cost based on a 100 percent recovery or revenue-to-cost ratio of one?

MR. ANDRE:  Yes.  So I think, you know, we've talked a little bit about how the cost allocation model has some underlying principles that tie the allocation of costs to coincident peak and non-coincident peak, and certainly for the direct local assets where we're doing that direct allocation which sort of deals with that, but then some of the other elements, a lot of the shared costs still follow those generic Board principles for how to allocate across classes.

And I think because the cost allocation process is by definition imprecise, the Board has established the revenue-to-cost ratio range that says as long as your costs are within that range it is a reasonable approximation of the costs to serve.

So our view would be, you know, costs within that range, the costs that are proposed to be collected from customers, if they fall within that range they give a reasonable representation of the actual costs to serve those customers.

If the Board was to tighten those ranges, certainly by year 11 I think we would -- you know, presumably it would do that in recognition of certain improvements maybe that would have been made to the cost allocation model at that point. And we would adopt those tighter ranges.

MR. HARPER:  Okay.  I would like -- and actually, I would like to turn now to page 4 of the Navigant report.  And that is sort of in the -- I think that was in Appendix A of both applications.  I have included a copy of relevant page at tab 13 of my compendium.  We are skipping tabs because Mr. Shepherd covered a number of the topics that I was actually going to ask questions about.  So this is moving along a bit quicker than I anticipated earlier on.

CHAIR SPOEL:  Fine.

MR. HARPER:  If we turn to page 4 here, and here Navigant discusses, starting at about line 4 or so, the guiding principles for rate design, and indicates that one of those is a fair apportionment of costs between customer classes, which in the next paragraph it indicates is one of the roles of a cost allocation study.

CHAIR SPOEL:  Mr. Harper, sorry.  So our number -- the PDF has numbers, but our little volume doesn't.

MR. HARPER:  Okay.  So it is tab 13.

CHAIR SPOEL:  Yes, also the tabs aren't also tabbed.  They're blank pages --


MR. HARPER:  Oh, they are?  Because -- hmm.

CHAIR SPOEL:  We have a blank page.  So we'll make our way through.  It's fine.  We'll get there.  Just give us a second.

MR. HARPER:  Okay.  I apologize.

CHAIR SPOEL:  No.  It's fine.  Do you have a page?  Yeah, I think we're there.  It just takes a minute or two to flip through.

MR. HARPER:  I must admit, people always complain I talk too fast anyway, so...

CHAIR SPOEL:  Okay, thank you.

MR. HARPER:  So as I said, starting at line 6, Navigant discusses the guiding principles of rate design indicates that when it is a fair apportionment of costs, the next paragraph it talks about, that is the role of cost allocation.

Would I -- correct that you would agree with that, that the cost allocation study is sort of -- the role of that is to sort of get at this issue of a fair apportionment of costs?

MR. ANDRE:  I think that's the ultimate objective of the cost allocation, to try to divide or allocate a utilities total revenue requirement fairly among the rate classes it serves.

MR. HARPER:  And fairness I appreciate is in the eyes of the beholder.  But would you agree one of the principles underlying the concept of fairness from a cost allocation perspective is that equals should be treated equally?


MR. ANDRE:  Yeah, I think that is one of the --


MR. HARPER:  I think I can find that somewhere in Bonbright if I was to search for it.

Now, during the technical conference and yesterday, you had some extensive discussions with Mr. Shepherd about why you don't apply your adjustment factors to other communities, such as Orillia and Peterborough, that you are applying to Orillia and Peterborough to other communities such as Smith Falls and Brockville.

An example of that conversation I have at tab 14 of my Compendium.  But you probably don't have to turn it up, because you probably remember there was a lot of conversation about that.

Now, in reading the various exchanges -- and I don't want to get into the specifics -- I was trying to understand whether you thought that the idea of it applying it to these other communities was in principle the wrong thing to do, or whether it was more of a practical matter that you were unable to do it because you didn't have the necessary information to do it?

MR. ANDRE:  I think it's probably a little bit of both.  I think to try to do it for all of the various urban areas, I think I mentioned yesterday there's about 30 urban areas, so you would be potentially creating a lot more rate classes.  There would be a redistribution of costs.  To the extent costs wouldn't be allocated to these urban classes, you would be reallocating them to the medium density or low density classes.

So I think there is a practical administrative as aspect to it. And then there's also, you know, the simple fact that we don't track costs for those areas distinctly within our service territory.  So you can really directly identify the costs to serve the actual assets being used to serve those sub regions within our service territory.

MR. HARPER:  I must admit that in my mind, I tend to view issues of administration and how many numbers as being a practical matter as opposed to a principle matter.

I think you had a conversation Mr. Shepherd yesterday about how, you know, in the ideal, we would have over a million customer classes, because each customer class would be their own.  That isn't a great principle.  Just practically, it is totally impossible to do and impractical to do.

So would it be fair to say you rain coming down more on the practical side as opposed to the principled side in terms of why we shouldn't be doing this?

MR. ANDRE:  Sorry.  Principled side, would you include not having the data to be able --


MR. HARPER:  No.  In my mind, that is a practical matter.  We don't have the data.

But from a practical matter, if we could do it from a principled perspective, we should do it.  That is in my mind the difference between practicality and principles.

MR. ANDRE:  I mean, you have to recall -- probably not many of us were around then, but like even the urban class that was created, that was created in 1995.  So before that, Hydro One had only a medium density or low density R1, R2.  Actually it had a number of other classes; its rate class structure was completely different.

But the notion of an urban class, for example, was created in 1995 as an attempt to try to better identify the cost of serving a sub region within its service territory.

So I think if there were sufficient drivers, if there was a sufficient need identified by Hydro One's current legacy customers to do that, I think there might be a basis for doing that.

I think at this point, of the principles -- well, yeah, it is principle 4 in the Navigant reference that you just showed was to be relatively stable, predictable, simple and easy to understand.  And I think the notion of trying to further break up our current urban class into all of these sub regions would definitely have an issue with stability for everybody's rates, and predictability and the notion of being simple and easy to understand, I think you would start to get -- you know, you start to get into questions, for example, well, if you're doing that for the urban class, isn't it true that your rural customers in northern Ontario have quite a different cost to serve than your rural customers in southern Ontario.  So shouldn't you try to break up that customer class into regions.

So I think it introduces a number of complications with our existing rate structure that really, you know -- as I say, if there was an appetite and desire to do that within the context of a distribution application, that's something that could probably be discussed.

But I think there are a number of reasons why we're at the number of rate classes we have. I think it balances the differentiation of classes, but also balances not trying to shift costs around too much and having a postage stamp rate for all classes across our entire Ontario service territory that is reasonable and provides reasonable rates to customers.  So I think is a bit of a balancing there.

MR. HARPER:  Okay, thank you.  Now, I would like to follow up on something that caught my eye when I as reading the transcript last night, and also during some of the conversations you had earlier this morning with Mr. Millar.

There were a number of instances where the adjustment factors you are proposing to apply to the acquired utilities customers have been characterized as an application of direct allocation.  I think the word direct allocation has been used frequently throughout the interchanges today and yesterday.

You noted also, I think, in your discussions with Mr. Shepherd yesterday that direct allocation was something that the Board allowed.  And I assume, when you talk about the Board allowed, I assume you're talking about the Board's 2005 cost-allocation methodology report and the fact that it specifically talks about direct allocation in there.  Is that what you are referring to?

MR. ANDRE:  Correct.  Mr. Harper, I think the principle of direct allocation -- which in the 2005 report, they talked about it and they certainly prescribed a method for doing it.  But I was referring more generically to the principle of direct allocation as being something that the Board contemplated and allowed.  And the first reference to it that I am aware of is that 2005 report, as you mentioned.

MR. HARPER:  I apologize.  It was about 10 o'clock last night when I was reading the transcript.  I don't have a copy here, but I am sure you have probably got those sections of the report memorized.  And anybody who was involved in the E plus proceeding last year has probably got those sections of the report memorized as well sort of thing.

But would you agree that subject to check, the Board's report basically says -- and this is at page 31:  "Direct allocation must be applied if and only if one hundred percent of the use of the clearly identifiable and significant distribution facility can be tracked Directly to a single rate classification."


Does that sort of jive with your memory of what the Board's report said?

MR. ANDRE:  Yes.  That seems to -- yes.  That seems to be.  I seem to remember is reading something like that.  I know it talks about a single classification.

I think the alignment to what we're proposing here is, and it isn't a single class but it is a single set of classes, all three of them for which we know the specific amount of costs required.

So there is that distinction a single class versus, as we're proposing here, a single set of classes.

MR. HARPER:  I guess that is the point I was wanting to make sure we were clear on, the fact that your adjustment factor is attributable to all of the acquired classes in a particular utility, whether it be Peterborough or Orillia, but doesn't really drill down to the individual class.  Once you get to the acquired classes in total, it is an allocation that goes beyond that -- it is an allocation that goes beyond that point, right?

MR. ANDRE:  Yes.  I would agree, I would agree with that.

MR. HARPER:  I was struggling really to make sure we're clear that really this isn't -- when you refer to direct allocation, it isn't direct allocation in the context of the way the Board's methodology talks about it.  It is sort of at a more general direct cost allocation.

In that mind, I would almost characterize these adjustment factors as being more akin to the density factor adjustments that you do to try and recognize differences between different areas or different groups, as opposed to a direct allocation down to a specific rate class.

Do you see the distinction I am talking about?

MR. ANDRE:  I see the distinction you are talking about, Mr. Harper, and I would characterize it a little differently.

Certainly I think what we're proposing to do, while how it is implemented within the model isn't exactly per how the Board talked about it in 2005, I think the principle certainly applies, at least to the classes as a group.

And I think what we're proposing is more akin to a direct allocation than a density factor, only because the density factors are based on a study that was done on sample areas.  They don't really tie to the specific urban classes, you know, that we have in our system or the specific R1s.

We took a number of samples -- I can't remember now, but I think it was about sixty sample areas across our province to try to come up with an estimation of what those density factors would be like.

Contrast that with what we're proposing to do for the acquireds, which is we have specific about the amount of fixed assets required to serve those acquired classes.

So I think it is much more akin or aligned with the direct allocation, even though it applies to the group of three classes, than it is aligned with the density factors.

I think in the end, they're both trying to achieve the same goals.  But I think our proposal is much more akin to the direct allocation.

MR. HARPER:  Okay, thank you.  Now, If we could turn to the response to Undertaking JT1.05.  That is at tab 15 of my compendium, which is, for those who are flipping through the computer, is PDF page 52.  This is dealing with the depreciation changes.  I would like to understand this response a little bit better.

So maybe if we just focusing on, say, the OPDC values. Am I correct that the Hydro One values are the depreciation costs, assuming the application of Hydro One's depreciation rates for all of the OPDC assets?  Both those initially purchased and those subsequently installed during the deferral period?

MR. FLANNERY:  Sorry.  I think you said Hydro One's assets.  So the response for OPDC would be the acquired assets of OPDC --


MR. HARPER:  Right.  What I have got -- under OPDC you have two assets of depreciation, you have the results for Hydro One's depreciation rates and the results for OPDC's depreciation rates.

MR. FLANNERY:  That's --


MR. HARPER:  And under the Hydro One column, which I guess is the first column of numbers there, my understanding is -- I just want you to confirm whether my understanding is correct -- that these are the depreciation costs, assuming that Hydro One's depreciation rates are applied to all of the OPDC assets?

MR. FLANNERY:  That's correct.

MR. HARPER:  That would be both the assets that you purchased and those that you subsequently install, you know, between 2019 and 2029?

MR. FLANNERY:  That's correct.

MR. HARPER:  Okay, fine.  And these would be the same depreciation costs that you would be using in your ESM calculations, correct?

MR. FLANNERY:  That's correct.

MR. HARPER:  Okay.  Fine.

Now, in terms of the values under the OPDC column, it appears from the text that the OPDC depreciation rates were only used for the acquired assets, but Hydro One's depreciation rates were used -- this is my understanding from reading the text, and I want to see if you can confirm -- but Hydro One's depreciation rates were used for all of the assets placed in-service from the years 2020 to 2029?

MR. FLANNERY:  That's correct.

MR. HARPER:  Okay.  And I guess why was that the case?  Why did you not apply OPDC's depreciation rates all the way through to all of the assets?

MR. FLANNERY:  And the reason being is that if you assume the acquisition scenario, it would be fictitious to apply their rates to our capital expenditures.  Their capital expenditures, timing, and end use would be different to what Hydro One chooses to spend its capital on during that rate base deferral period, the ten years.

MR. HARPER:  But during that rate base deferral period, the rates that are being charged to in this case the OPDC customers were based -- were based on rates that were established using OPDC's depreciation rates at the time of their last rebasing.  Correct?

MR. FLANNERY:  That's correct.

MR. HARPER:  Okay.  And so that's why I was wondering why nothing has changed in that regard.  And so -- but again, I will take your answer unless given that comment of mine that you want to supplement your answer at all.

MR. FLANNERY:  I think, Mr. Harper, where the undertaking originally come from was that Board Staff and intervenors were interested in determining what impacts different depreciation rates from either the utility or Hydro One were going to mean over that deferral period and if indeed there was a material change or not.

And so when we came up with the OPDC depreciation rates, effectively, we've done what they've said, is that, well, okay, if we have acquired a certain rate base we will depreciate it at that going forward.  But it would be a fictitious event to purchase capital under the scenario in which we acquire and tend to run that utility for ten years and then depreciate at their rates, because we wouldn't actually be undertaking a capital spend plan.  That would be ours.  We're not actually going to depreciate under their capital spend plan, because it is different, the timing, as well as the purpose.

MR. HARPER:  Okay.  Now, during the technical conference there was also considerable discussion about the fact that the difference in depreciation rates between the two utilities was a function of the fact of, one, you use different depreciation rates for individual components, but also the mix of components and the balance between components was different between the two utilities.

So it was not only the individual depreciation rates, but basically the weighted average was different in those two factors, led to a difference in the depreciation rates.

Do you recall that conversation?

MR. FLANNERY:  I do, yes.

MR. HARPER:  Now, in terms of -- for the rates that were used here for OPDC, are they based on both OPDC's, I call it depreciation rates, and OPDC's asset mix?

MR. FLANNERY:  That's correct.

MR. HARPER:  Okay, fine.  I just wanted to make sure I understood what numbers we're looking at here.

MR. FLANNERY:  For OPDC's assets acquired we have used the depreciation rates applicable to OPDC.  And it is the same rates that they used, as you said, at a blended rate at their asset mix specific to them in calculating not only the depreciation of the status quo, but it flows through the other status quo scenarios that OPDC have supplied throughout the evidence.

MR. HARPER:  Okay, great.  Just one final area, and that is if we could go to tab 16 of my compendium, which is JT2.8.  And here we'd asked you to update -- I think this was an undertaking from the technical conference, to undertake a number of interrogatory responses that you provided to reflect 2018 results, the interrogatories at the time that all -- that just reflect on 2017 results, because that was all that was available.  And you were kind enough to do that.

I would like to scroll forward to the response to 9(b).  And here you have provided the -- from the cost allocation for 2018 what the customer counts were and the total OM&A was for 2018 used in your CAM.

The original question that we posed and the response you gave, which is on the next page, not only had the 2018 -- not only had the 2017 numbers from the CAM, but also the 2017 actuals.  And I was wondering if you would undertake to provide the equivalent 2018 actuals similar to what you had done -- if you scroll forward to the last tab, which is tab 17 -- keep scrolling.  I think it's the very last page in the compendium.  You will see that it contained not only the results from the CAM but also the actual values for 2017.

And I was wondering if you could just undertake to do a similar thing and provide, you know, the comparable numbers for 2018, which were not provided in that undertaking response.

MR. ANDRE:  Certainly, Mr. Harper.  I didn't appreciate that that piece -- that second column was missing, and we are happy to provide that.

MR. HARPER:  Thank you very much.  And those are all my questions, thank you.

MR. MILLAR:  The undertaking is J2.3.
UNDERTAKING NO. J2.3:  TO PROVIDE THE MISSING SECOND COLUMN CONTAINING COMPARABLE NUMBERS FOR 2018.

CHAIR SPOEL:  Thank you, Mr. Harper.

Ms. Girvan.  You are next.

MS. GIRVAN:  Thank you.  I will be considerably less than my forecast, so...

CHAIR SPOEL:  You kind of forecast...  [Microphone not activated]  [Laughter]  A little regulatory humour for --

Cross-Examination by Ms. Girvan:

MS. GIRVAN:  For a late afternoon on cost allocation and rate design.

[Laughter]

MS. GIRVAN:  So I just want to go over some things that we've discussed over the last couple of days, and I am still struggling a little bit with a few things.

So we have the status quo that was undertaken by Peterborough of the 26.3 million and the Orillia, which is the 14.4 million.

Can each of you describe to me -- I know you have set out some assumptions in attachment 18 -- but how you went about developing the detailed forecasts?  What kind of process did you follow internally to do that?

MR. JOHN STEPHENSON:  Well, speaking for Peterborough, I would preface probably what I am about to say with some context.  We're a low-cost utility.  We have low rates.  So -- and we try to maintain that and deliver good customer service.  So I think when we are developing our forecast, we're very mindful of our past, our historical run rate, and we are very mindful of our cost structure.  And we're very mindful of what we think we have to deal with going forward.

So when we develop the projection, we're looking at all of those elements and we're determining, particularly when it comes to escalation, what those elements should be.

So if you were to break that down, if you look at our run rate of OM&A escalation over the last nine years as a low-cost utility, or over the last five years, that run rate has been about 3.6 percent over the nine years, and it's been most recently 2.3 percent over the last five years.

So obviously that is also dictated, as I mentioned earlier, by the cost structure, what we deal with.  And if you look at our OM&A --


MS. GIRVAN:  Can I just clarify that the 3.6 percent, what did you say?

MR. JOHN STEPHENSON:  3.69 would be our CAGR over the last nine years of our --


MS. GIRVAN:  Okay.

MR. JOHN STEPHENSON:  -- OM&A.  And I am taking these numbers off the OEB yearbook, which of course dovetails to our audited statements, okay?

So the historical context is we're running north of three for the last five -- nine years and north of two, 2.3 percent over the last five years.

We are influenced very much by our labour component and our collective agreement.  And our labour increases, as well as our benefit increases when you put those together, are averaging around 2.25 percent over the last five, six years; it doesn't matter what time frame you are looking at.

And as I said earlier, that is about 65 percent of our overall operating cost structure. So then those are very much dictating sort of where we're arriving at, in terms of our OM&A escalation and the projection.

I would say that the labour is running a little bit south of what we have in the projection.  But you need to understand the other elements of our OM&A cost structure are actually running higher than that.

So the rest of our OM&A cost structure is influenced by externalities, such as regulatory costs, governance costs, cyber initiatives, insurance costs, things that are probably running at a rate that is higher than that escalation rate.

And then there's other things that our cost structure obviously that we have to contend with, that would be better -- which would be cheaper if they were scaled.

So putting that all into the mix and understanding our own cost structure, arriving at a 2.5 percent cost escalation in the projection off of sort of our current situation I think is reasonable, and that is how we have addressed that piece of the projection.

MS. GIRVAN:  So did you take the 2019 approved revenue requirement and work off of that, assuming your 2.5 percent?

MR. JOHN STEPHENSON:  No.  We were actually building up the projection, the cost elements of the projection based on what I have described.

And the rebasing philosophy or cycle that was assumed and articulated in the assumptions of the projections are adjusting the revenue requirement in those particular years.

MS. GIRVAN:  So what...

MR. JOHN STEPHENSON:  In the intervening years, if I may, the assumptions talks about our assumption on what we think the IRM increase would be.

So again in OEB 2017, we have sort of outlined all of those assumptions, in the intervening years, an IRM increase based on our past experience, cost of service adjustment based on the 5-year cycle is reflected in the projections.

The underpinning cost escalation for OM&A is at 2.5 percent and based on what I have described.

And then the capital forecast is obviously what we have talked about in SEC 23.

MS. GIRVAN:  Thank you.  And Orillia?

MR. HURLEY:  So when we did this projection of revenue requirement, we were in September of 2018.  It was before our 2019 budget for OM&A was finalized.  The timing didn't quite work out there, but we based -- I will start with rate base and then go to OM&A and work my way down, just to kind of give you an idea of how the whole revenue requirement was calculated.

But that was the timing of when we did the projection.  It was before our '19 budget was prepared.  We did have at that time a projection of our 5-year capital plan to the end of 2023.  So we included our capital plan from, well,  our 2018 YEE, year end expectation, as well as our 2019 to2023 capital plan.

Post 2023 for capital, what we did was took an average of the spending in those years to come up with where -- we started out in 2024, it was around 2.9 million and inflated that by a little over 2 percent a year, basically increased it 100,000 a year to get to the end capital expenditure number. And that of course builds up into your rate base.

On the OM&A side, again we didn't have 2019 budget numbers.  The last thing we really had was the 2018 budget numbers adjusted for YEE.  So we know what 2017 actuals were, we knew what our 2018 budget was.  We knew also there were quite a few expenditures that were not included in OM&A in our 2017 actuals and, as it turns out, in our 2018 actuals related to what we would have to do if we were to go forward under a status quo scenario.

There's quite a bit of regulatory expenditures that we know will be coming up, including additional staffing costs.  So we factored those in.

And that's why you see a large jump between 2017 OM&A and say, for example, the 2019 OM&A.  So we took that into account.

And then from 2020 on, we escalated it by what we thought CPI would grow at, which was around 2 percent and that is based on historical information for the last few years.

On our depreciation, how we calculated that is we know what our gross book value would be for our entire plant.  We have a history of what our depreciation and amortization expense would be compared to that, and we used that average going forward.

For determining return on equity, return on capital Basically, we used the cost of capital parameters that were available to us at that time, which was the 4.16 for debt and it was nine, I believe, for equity.

So we applied of course those to the rate base to determine what our total cost of capital, return on capital would be.

We also had a tax calculation; it's a small component of the total.  So at the end of the day, we ended up with where you see us in 2030 at 13.443.

MS. GIRVAN:  Okay.  And either of you, did you -- once you completed these numbers, did you consult with Hydro One before finalizing the numbers?

MR. JOHN STEPHENSON:  Absolutely not.  They're our projections.

MR. HURLEY:  Again, we did not.  So those are our projections.  We provided them to Hydro One so they could incorporate them into their models.  But they are our projections.

MS. GIRVAN:  Okay, all right.  Thank you.  And with respect to Hydro One, my question really is -- if you look at JT 1.8, which sets out the forecast developed by Hydro One for each of Peterborough and Orillia.

What I am struggling with a little bit is the very specific numbers, especially you've got meters and you've got stations.  They're not sort of rounded numbers.  They're very specific.  And I am struggling with how Hydro One developed those numbers.

MR. FALTAOUS:  I can speak to that.  So the way we developed the numbers is basically what I went through as part of the presentation yesterday, which is Exhibit K 1.2.  So we start out with the Hydro One investments, the Hydro One level of investments.  And so on the OM&A side -- well, actually we were just talking about JT 1.8...

MS. GIRVAN:  I can stop you there.  I understand what you have done, and I was here for that presentation.

But it just seems to me you have such specific numbers in each of those years.  How you derived those.

MR. FALTAOUS:  Yes.  So I mean the numbers are basically what are coming out of the model, after all of the adjustments and making sure that we're appropriately counting for any specifics for that LDC.

At the end of it, what we're not doing is kind of rounding, right.  We're not saying, well 986, I'll just round that up to a million dollars.  Because we're using, you know, we have an approach and a model, these are the numbers that are coming out of it and that is what is being presented here.

MS. GIRVAN:  Okay, all right.  Thank you.  And just briefly I think this is a bit of context -- and maybe this is for you, Ms. Richardson.

Can you explain to me specifically what you are proposing with respect to rates for Norfolk, Woodstock and Haldimand at this stage?

MS. RICHARDSON:  At this stage, we not have a proposal out there.

MS. GIRVAN:  Okay.

MS. RICHARDSON:  The proposal we had was declined by the Board.  So when we set in our new rate application in , Mr. Andre will be working diligently to get a new proposal.

MS. GIRVAN:  Okay.  So you haven't defined that.

MS. RICHARDSON:  We have not defined it.  I would expect it's going to be similar to what we've proposed here but we have not totally defined it.

MS. GIRVAN:  Okay.  And then just briefly, I wanted to turn to something Mr. Millar raised this morning.  He was talking about at the end of the day, if you exceed your goalpost or your I don't know -- your bar bell or something, anyway the goalpost.

[Laughter]

MS. RICHARDSON:  I like that one better.

[Laughter]

MS. GIRVAN:  There was some other word.  But anyway, that he was proposing that potentially that should be a risk that should be borne by the shareholders.

And I understand that you have rejected that and saying that that is certainly something you are not proposing and it is really not something you would support.

But if you go to the last decision in which you presented the -- your proposals for the acquired utilities, in fact what the Board said was that any shortfall in the revenue requirement that results from Hydro One's costs being higher than its current and future approved revenues associated with the acquired utilities shall be absorbed by Hydro One and not form any part of the overall revenue requirement.

Now, have you considered that finding in that case and how you propose to deal with it?

[Hydro One panel confers]

MS. RICHARDSON:  So we believe that statement was made reflecting during the deferral period.  So if our costs during the deferral period were higher than anticipated that would be absorbed by shareholders, which we understand that is the case.

So after the deferral period we would expect that we'd be able to recover our full revenue requirement that we requested.

MS. GIRVAN:  Even if it is above your goalpost?

MS. RICHARDSON:  I think what we're saying in response to one of your interrogatories in Orillia EB-2018-0270, CCC number 4, we actually described what the process would be.

So we're saying that if for some reason there is an overallocation of cost to the acquired customers, that would mean that the legacy customers not only received all of the synergies from the acquisition, they would receive more than that share.

So let's say if the savings were 20 million as a result of the acquisition, they would be receiving maybe 30 million.  And so that is why Mr. Andre had said that we would probably readjust the rates back to -- to make sure that the legacy customers were left status quo.

MS. GIRVAN:  So you are not really seeking approval of that at this time?

MS. RICHARDSON:  No.

MS. GIRVAN:  That approach?

MR. ANDRE:  Of which approach?  I think we have outlined in the response to CCC number 4 that Ms. Richardson just referenced our thinking of how that would work.  That's our thinking now.

I think we need to consider what arguments are made, but certainly our thinking now is that this acquisition generates a certain amount of savings and, you know, we want to make sure that once we follow the cost allocation we allocate shared costs.

If we're allocating -- if we're actually allocating more shared costs to the acquired utilities than the total savings generated by this acquisition, our proposal as laid out in CC number 4 would be we would max out the savings and give them all to legacy customers, but, you know, we reduce the revenue-to-cost ratio so that the acquired customers wouldn't be harmed.

So the acquired customers wouldn't pay more than their status quo rates, and legacy customers would get the maximum savings that are generated by this transaction.  That is our proposal as it stands now.

MS. GIRVAN:  Okay, all right, thank you.

And can you explain to me, why did you choose a ten-year deferral period?  I'm not sure if that is on the record or not, but...

MS. RICHARDSON:  I believe that the filing guidelines say you are allowed to pick a deferral period that you want, you don't need to justify it.  It was some words along that line.  I am paraphrasing a little bit.

MS. GIRVAN:  I am just interested in understanding --


MS. RICHARDSON:  Yes, so I think, you know, we wanted to ensure -- my colleague is just saying the extent of the deferral period is at the option of the distributor and no supporting evidence is required to justify it.

So we've also figured we would maximize the ability for us to recover our premium in any integration and transitional costs that we would have at that point in time, and it also allows us to -- for the customers of Orillia and Peterborough, before we do harmonize them, they would get the rate freeze for the five years, 1 percent down, and they would be only subject to two, 1 percent increase -- sorry, a price cap increase in years six to ten.

MS. GIRVAN:  All right.  Thank you.

And can I just ask you to agree.  Ten years is a long time.  Would you agree that the electricity sector can change significantly in that time frame?

MS. RICHARDSON:  We definitely agree.

MS. GIRVAN:  Okay.  Okay.  It's a long time.  We could see changes in the regulatory regime altogether.  We could see change in -- we are going to see change in leadership at the OEB.  We can see change in policy.

So really, we're not entirely sure that ten years is going to pan out exactly as you have dictated today in terms of the rate impacts for these customer groups.

MS. RICHARDSON:  We agree.  And that's -- you know, initially when we filed the Orillia application back a few years ago, that is why we were reluctant to provide any type of rate impact for year 11 and beyond, because for all of those reasons.  There is so many changes that can happen.

MS. GIRVAN:  Okay, all right.  Thank you.

So again, this is sort of looking into the future, but you have sort of -- you have said to the Board -- or to all of us today, we're pretty confident that we are going to achieve the savings we're going to achieve, and so it is not likely that the goalposts are necessarily going to -- we're going to exceed those costs.

But let's say, for example, it's not beyond the realm of possibility, what would happen if Hydro One had significant load loss, so people leaving the system.  Would that potentially impact the impact on these customers?  Is that a factor that could change in ten years, like, significant load loss, to the point where they would be required to bear a greater portion of the shared costs than you are proposing today?

MR. ANDRE:  No.  I mean, you know, significant load loss across rate classes would definitely shift costs across those rate classes, which is why the proposal to ensure that you actually allocate the assets that are being used, because once you are into revenue requirement and assets, the direct allocation negates any potential impacts of costs being put over to the acquired customers as a result of changing --


MS. GIRVAN:  Okay.  I guess I am talking more about the shared costs.

MR. ANDRE:  So --


MS. GIRVAN:  So the portion of shared costs may well be greater than you expect for these customers, if you did have some sort of significant load loss.

MR. ANDRE:  Right.  And so the shared cost, like all other OM&A costs, Ms. Girvan, as I said, once you allocate the direct costs, or asset costs, those asset costs drive all of the costs associated with, you know, with serving those assets, including shared costs.

So as long as you are correctly identifying the amount of assets required and the amount of assets required, the legacy -- to serve the legacy classes are correctly identified, it's those relative amount of assets that are going to drive the allocation of shared costs and not the change in load forecast.

Like, by directly allocating the costs you are negating any impact of load forecast on the acquired utilities.  You would still have potentially impact shifting among the legacy classes, because those are still subject to allocation across classes based on relative coincident peaks of the various customers within that class.

But the amount that gets allocated to the acquired customers would be purely a function of the amount of assets actually being used by those acquired customers under our proposal.

MS. GIRVAN:  Okay.  I will have to think about that.

And I just wanted to discuss -- earlier you were talking -- Hydro One was talking about the fact that because you're large, you have sort of greater access to cheaper materials because, you know, you're a significant buyer in terms of some of the assets.

Do we have any direct evidence of this, in terms of -- let me just give you an example.  As I understand it, Peterborough needed a bucket truck, and so they deferred that for some time, but then eventually went and bought the bucket truck.

Do you have any sense of whether Hydro One or Peterborough -- what the differential would have been with respect to that purchase?

[Hydro One panel confers]

MR. FALTAOUS:  I don't have the cost of the bucket truck, but, I mean, that's information that I am sure we could get.

MS. GIRVAN:  Okay.  Can you undertake to do that for me, please?

MR. FALTAOUS:  Sure.

MR. MILLAR:  That is J2.4.
UNDERTAKING NO. J2.4:  TO PROVIDE THE COST OF THE BUCKET TRUCK.

MS. GIRVAN:  But otherwise we don't have any direct evidence in this case that Hydro One can provide all of those assets more cheaply in every case than Peterborough or Orillia.  That is really my question.

MR. FALTAOUS:  I don't think directly on the record here, we don't have that.  But I mean we do know that Hydro One, being the size that it is and based on our experience, we do know that we can get discounts from vendors because of the amount of assets that we have to buy.

MS. GIRVAN:  In some asset categories, maybe.  Maybe not in some of the others?

MR. FALTAOUS:  I would suggest probably the vast majority of them.

MS. GIRVAN:  All right.  Thank you.  I am curious.  I think there was some discussion at one point, either in the record written or during your testimony, about ICMs.

And I just wondered in any of the forecasts undertaken by Peterborough, Orillia or Hydro One, did you assume that you would apply and get ICM relief?  I am not clear on that.

MS. RICHARDSON:  I think for Hydro One, we have not made any assumptions we're going to get ICM relief.  All we have asked is that if required, we would hope to have the ability to apply for it.

MS. GIRVAN:  Okay.  So that could increase potentially upon rebasing the overall revenue requirement.

MS. RICHARDSON:  Yes, and that would meet all of the criteria that would be needed for an ICM per the Board's policies.

MS. GIRVAN:  So the rates might be higher than you are proposing if the ICM relief was requested.

MS. RICHARDSON:  I talked about the goalposts where I said you may want to adjust the goalposts.  So this would be the same example, that something has happened where a storm has gone through, there's been a major expenditure, it's taken out a station, let's say a tornado hit a station, that cost would have to be replenished and that would be -- we would ask probably for an ICM for that.

And eventually, once we rebase the rates, that would be part of the rebasing of rates which would be an adjustment to the goalpost.

MS. GIRVAN:  So today, what specific approval are you seeking with respect to the goalpost amounts?  You want the Board to approve those amounts specifically?  Or is this an illustration of what you think might happen?

[Hydro One witness panel confers]

MS. RICHARDSON:  I think, this is just an illustration.  I think, as we answered in one of our other interrogatories or undertakings previously, because the goalposts could change positively for the utilities, too.  The return on equities go down, we would be reducing them as a result.

So the residual and/or the upper goalposts could change, but it is the concept of what we're planning to -- of how we're planning to approach rates in the next rebasing -- when it is time to rebase these rates, that is what we're asking for approval for.

MS. GIRVAN:  So you are not seeking approval for those specific amounts today?

MS. RICHARDSON:  I would say no, we're not.  But what we would do is, on the amounts that we have asked and if there's any deviations from them, I would expect we would have to provide evidence as to why they were any different from what we applied for in this MAAD application in the next rate application.

MS. GIRVAN:  Okay.

MR. ANDRE:  As an example, just to add to that, the lower goalpost, which is the incremental revenue requirement, that would be a function of the actual capital costs that are incurred over the next ten years.

We have a forecast of what that will be.  But when we come to the Board in year 11, we will have the actual costs that were spent, the actual rate base and the actual gross book value of assets, and those are the values that we will use to determine the residual revenue requirement, which defines the bottom goalpost as an example of why it is inappropriate or not possible to fix those numbers at this point.

MS. GIRVAN:  Okay.  So it is all -- the goalposts are all based on forecast to date?

MR. ANDRE:  Certainly that is the residual, and I guess the status quo would be subject to the changes that Ms. Richardson had talked about in terms of if there was anything significant that was mandated by the Board or by the government, like the introduction of smart meters, that would change the status quo number.

So there are less things that could impact the status quo, but certainly the residual one would be impacted by the actual levels of spend that are achieved between now and year 11.

MS. GIRVAN:  Okay.  Thank you.  Just a question.  Are you -- is it your proposal going forward to create separate rate classes for all of the acquired LDCs?

MR. ANDRE:  I think we would look at that.  Certainly in terms of a proposal, I think we would always put the option in any MAADs application, that that would be an option, just as we have identified for this MAADs application.

If you look at our proposals around rate classes, it talks about the possibility of creating new rate classes.  But it also talks about the possibility of putting them into an existing acquired rate class, if it turns out that there aren't really material differences between putting them in an existing acquired rate class versus creating a new rate class.

MS. GIRVAN:  So you are not seeking approval from this panel today for your position, which is to create two separate rate classes for Peterborough and Orillia?  That's not part of your request for relief?

MR. ANDRE:  No, no.  It is an option and we've demonstrated what that would be.  But if we had new acquired rate classes in year 11 at that point, for example, for Woodstock, which would be an urban class, we would certainly look at the option of putting these customers into the Woodstock rate class, assess the impacts of that, assess how materially different the costs structures are and then, if they're not materially different, we would propose to move them into the existing acquired rate class.

And if they are materially different, then we would propose to create a new rate class.

MS. GIRVAN:  Thank you.  Just again a couple of questions for Orillia and Peterborough, first with Orillia.

Why did you stay out so long and not apply to rebase your rates?

MR. HURLEY:  So back in 2010, we were a bit lucky in our timing as to when we applied for rebasing.  We managed to get the very best cost of capital parameters that I think we've ever had, before or since.  That's helped us kind of main taken a reasonable revenue level, along with the IRMs that we have added each year.

We felt we could run our business -- basically we've managed to do that over the last 7 or 8 years and remain reasonably profitable.

What's been going on in the last couple of years, though, maybe Grant can talk to a bit more.  But we have been a bit on hold with the potential purchase by Hydro One.  We've lost staff because of that.  We're certainly going to have to -- if we were to have to continue on status quo, we would certainly have to add those staff back, plus some, because the regulatory requirements are certainly increasing and there's other areas as well.

So I mean, if you look at our results up to now, we're doing okay.  Part of that is because we've got artificially low costs the last couple of years, and again we know going forward that's not going to be the case.  We are going to have to rebase going forward to restore our revenue structure up against our cost structure.

MS. GIRVAN:  So artificially low costs because you have lost employees, is that what you're saying?

MR. HURLEY:  We have lost, yes.

MS. GIRVAN:  All right.  Thank you.  Mr. Stephenson, do you want to say why you have stayed out so long?

MR. JOHN STEPHENSON:  We were due to rebase in 2017 and our discussions and evaluation of the transactions started with municipal council in 2015.  So it's been a few years to this point.

MS. GIRVAN:  Okay, thank you.  And just for both of you, I think this is true.  Did you assume a working capital allowance assumption of 7.5 percent in your scenarios?  I think you did, but I just want to --


MR. JOHN STEPHENSON:  Yes.

MR. HURLEY:  I am not sure if that is on, can you hear me?

MS. GIRVAN:  No.

MR. HURLEY:  Yes.  Seven and a half going forward.

MS. GIRVAN:  All right.  Thank you.  One last question.

We've heard a number of presentations yesterday and today from a number of individuals in Peterborough and Orillia, Mr. Kehoe, Mr. Hanchet, Mr. McMillan.  And I would conclude from that that there is some opposition to these transactions

Do you have any response to any of their comments, any of you, in terms of what you have heard?

MR. JOHN STEPHENSON:  I would say not directly to their comments.  But as I outlined in the technical conference, we went through a fairly robust public process, I believe, in consulting with the public.  And ultimately, when council made the decision, they took that into account and they took into account all sides of the equation and all of the public comments that were received in that process.

So the decision was made based on that.

MS. GIRVAN:  Okay, thank you.  Anyone else?

MR. HIPGRAVE:  I think from Orillia's point of view, same thing.  I mean, nothing directly to their comments, but there was a lot of public consultation, the mayor and senior staff of the city held many, many meetings and got a lot of feedback and a great deal of positive feedback as well.

MS. RICHARDSON:  So I think some of the concerns that we have heard, we hope through listening to our presentations that the citizens and the presenters will understand that Hydro One's application for -- if approved to purchase Orillia and Peterborough -- is basically -- it would not harm the customers of any of the utilities.  For the immediate term we have a 1 percent reduction in the distribution rates for these companies frozen for five years, with limited of years six to ten with price cap indexes.  We believe that would be a benefit to both the customers over the first ten years' period.

We're also guaranteeing a earnings sharing mechanism refund to each group of customers over that period of time  regardless of where our costs are, so we do believe that is a huge benefit to the customers.

We are also -- as a company we are committed to ensure the reliability will not be impacted to any of these customers, as well as to our own legacy customers.  That's a key focus of Hydro One at all points of time.  We want to ensure a safe, reliable distribution system for all of Ontario, especially the customers that we are serving.

There is a number of costs that we know regardless of any future costs that will come out of -- out of these utilities from our purchase.  There is a number of duplicate functions that will incur as a result of it.

So we are very certain that we will achieve the savings that we have got here, and there is also other benefits besides just financially for Hydro One.

There is industry benefits, where costs to the industry, if it is the IESO, if it is the OEB, we expect those costs to go down, are -- I have also -- and also Mr. Andre has spoken ad nauseum about some of the rate savings that will occur through there, but Mr. Merali also has a number of customer-service benefits that he believes that Hydro One can provide to the customers of these utilities, and I will let him speak a little bit more on those.

MR. MERALI:  Sure.  Thank you.

Orillia and Peterborough have been providing excellent customer service to their customer bases, and we believe that we're going to take their knowledge and best practices and augment it with what Hydro One has been doing and our size and scale and really provide great service to customers.

Our size allows us to do things that smaller utilities cannot.  One simple example, we have all been in this hearing room from 9:00 to 5:00 the last two days.  If you had to contact your utility in Peterborough or utility you couldn't.  That's their hours of operation.

Hydro One is open 7:30 a.m. to 8 p.m., we're open on Saturdays, and we have heard from our customers how convenient that is, how helpful that is.

With respect to residential customers, we don't charge security deposits.  Upon integration we will be giving back security deposits to all residential customers where they're currently being held.

And for our large customers, we deploy key account managers that go out and work with businesses across the province to really help understand their needs and to help really make businesses more profitable and more effectively use their energy -- help them more effectively use their energy.

So we believe that there are a number of benefits on the customer side that will be provided as a result of integration.

MS. GIRVAN:  Thank you.  Those are my questions.

MS. RICHARDSON:  Sorry, Ms. Girvan, I just want to make one other comment.  Earlier on you were asking Mr. Andre were we seeking approval for the rate structures and stuff.  I just wanted to reiterate that the approvals that we are seeking are still outlined in Exhibit A1-1 of both our applications, and those have not changed.

MS. GIRVAN:  Okay, thank you, that is helpful.

CHAIR SPOEL:  Thank you, Ms. Richardson, thank you, Ms. Girvan.

We will take a short break and then come back at -- 3:20?  Well, let's make it 3:25, because the Board panel does have some questions, and we might need a few minutes to get ourselves organized about it.  So we will see you back here at 3:25.
--- Recess taken at 3:08 p.m.
--- On resuming at 3:30 p.m.
Questions by the Board:

CHAIR SPOEL:  Thank you.  Please be seated.  All right.  Thank you.  The Board panel has a few questions.  I think Ms. Anderson was going to start.

MEMBER ANDERSON:  So I am going to kick off following on from Ms. Girvan on the ICM questions.  And just based on her questions, I think I know the answer to my first part of it.  In the evidence, it seems to say you want the eligibility to have one.  You will follow the OEB's policies.  And that's about it.

Was there any further exploration of the criteria in any IRs or undertakings or the technical conference, anything like that that we should be referred to?

MS. RICHARDSON:  No.  We plan to refer to any of the Board's policies on how to apply for an ICM when we qualify for it.

MEMBER ANDERSON:  Okay, thanks.  Because I wanted to explore the part of the policy that says that the ICM has to have a significant influence on the operations of the distributor, and whether or not you have reflected on your expectations for that with respect to a potential ICM.

I know you said you don't plan to have any, but you want to have that availability.  So what does that mean to you?

MS. RICHARDSON:  Sorry, are you talking about the ICM as in the ratemaking associated with distribution consolidation, or the ratemaking as --


MEMBER ANDERSON:  Yeah.  So I believe -- I was trying to avoid calling it up, but in the policy on ICMs, there is three criteria, materiality, prudence -- and of course, now on the fly, I will forget the third -- need.

So in the materiality one, there is a statement about it needing to have significant influence on the operations of the operations of the distributor.

Have you reflected on that?

MS. RICHARDSON:  So I am trying to -- are you asking like with the materiality threshold, would this be of the Peterborough and/or Orillia?  Or would it be part of Hydro One's materiality threshold?  Is that what you are asking me?

MEMBER ANDERSON:  Yes.  So I am not trying to trick you up here.  There have opinion previous decisions by the OEB about the two different aspects of materiality, one being the threshold calculation and one being that it have a significant influence on the operations of the distributor.

And in one particular previous decision, we said that the significance is to the - a merged distributor versus the individual rate zone, whereas the materiality threshold calculation was the individual rate zone.

Have you reflected on what you would be requesting?  I think -- I know you have said you will deal with this maybe when you come in, but I think that is an important consideration.

MS. RICHARDSON:  Yeah.  And I don't know how we haven't given it a lot of thought, to be perfectly honest.

I would imagine for some of the components of it, let's say there's a major capital expenditure that was required during the deferral period for either of the utilities, on which we sought an ICM.

In those cases, they would have had individual -- they're on their own set of rates under the deferral period.

So we would have sought -- I imagine we would seek approval for it and have a rider that would apply to the rates of the utility that instigated the actual capital cost.

If it was something along the lines of in a cross-industry change, then I think materiality would probably be under networks as a whole.

MEMBER ANDERSON:  Okay.  Maybe it is just something you can reflect on in your argument in-chief on your views of that ICM, given your submission right now that it could potentially affect the goalposts -- yes, get the right word.

Okay, thank you.  But carrying on from that, when you say there might be something significant in one of the -- in either Peterborough or Orillia, I want to explore allocations again, and particularly the direct allocation, and what would happen in year 11 with a direct allocation if you did have a major expenditure in one of those areas.

It could be a storm coming through, a major capital need, something like that.  Would that individual utility pay the full freight of that with your proposal?  And I am talking year 11.

MR. ANDRE:  Right.  So the intent is to track all of the capital expenditures specifically related to the utility.  So in this case, it would be factored into the direct allocation, but it would also be factored into -- if it was that kind of expenditure, it would also change the status quo.  So it would also change that upper goalpost.

Because if it is like a storm came through and completely destroyed a station and you had to rebuild that station, whether it was us or the acquired utility, they would have to have done something like that as well.

So we would certainly include it in the actual costs, the asset costs associated with that utility and we would reflect it in the status quo goalposts as well.

MEMBER ANDERSON:  But that utility -- the former utility, I guess it would be at that point -- would pay the full cost of that major undertaking because it would be a direct allocation.  Is that correct?

MR. ANDRE:  That's the thinking right now.  I mean, as I said, the commitment is to track the actual capital expenditures.  That's why I said we have a forecast now of what those will be up to year 11.  But when we come before the Board in year 11 to actually do that rate calculation or rate harmonization, we would use the actual information associated with that utility.

So if there were capital expenditures specifically associated with that utility, I don't see why we wouldn't include it in the direct allocation.

MEMBER ANDERSON:  Okay, thank you.  Also on allocation, following on some questions Mr. Millar had, he was talking about the allocation of, I think, common costs.

It seemed that in those questions, he was focussing predominantly on OM&A costs.  So I just want to make sure I am clear on what happens with a shared asset.  And I will give you an example and you can tell me how this would work.

I believe Hydro One is putting in a new operation centre into Orillia.  What portion of that -- which would be serving the province, to my understanding.  What portion of that would be paid for by Orillia customers?

MR. ANDRE:  So the direct allocation that we're proposing for the acquireds would only be for accounts 1815 to 1860; so poles, transformers, wires and distribution stations.

All other asset costs would be allocated per the Board's -- the implicit methodology built into the Board's cost allocation model that we use.

MEMBER ANDERSON:  Thank you.  That is helpful.  Can you explain a little bit, because we looked at the sharing of common costs and what the allocators were.  So for assets like that, what's the predominant -- is it peak demand, is it number of customers, or am I -- is that off-the-cuff difficult to come up with?

MR. ANDRE:  You know what?  I would have to - so it will be in the allocation tab.  It will show what the allocators are for the non-1850 to 1860 accounts, so for the other accounts.

But I am sorry, Ms. Anderson.  Off the top of my head, I don't recall.

I would imagine that most of them -- I know OM&A costs are driven by the allocation of assets.  But actual assets, common assets that you are referring to, I would expect it would be driven either by, you know, one of the coincident peak values, or it may even be driven by number of customers; that might be an allocator.

Certainly I am happy to take an undertaking and clarify what the drivers are of those common-type assets.

MEMBER ANDERSON:  Sure.  I guess maybe more interested, because we talked about things relating to Hydro One with your PLCC.

Is there something unique that you do there?  Or is it based on the OEB's cost allocation model?

MR. ANDRE:  Correct.  Yes, it is based on -- yeah, there is nothing unique with respect to common assets and the allocation of those.

MEMBER ANDERSON:  Okay.  I think that is fine.  I don't think there is a need for an undertaking then.  Those are my questions.



MEMBER JANIGAN:  Thank you.  I just have one question.  It came up as a result of some remarks earlier in the proceeding.

What kind of level of homogeneity might cause Hydro One to move PDI or Orillia into the standard Hydro One rates?

MR. ANDRE:  So we have talked about, you know, in year 11, understanding what the adjustment factors would look like and we'll at that time know how those proposed rates that come out of the allocation to the acquired classes compared to Hydro One's legacy classes.

Certainly based on the forecast that we have in year 11 there wouldn't be that kind of homogeneity.  We talked about over time that the adjustment factors would be updated.  I know we have talked about convergence, but I think I just want to highlight that, you know, those adjustment factors, whether they actually move up or down, will be a function of the relative amount of capital spend on legacy versus the amount of capital spend within those specific acquired utility classes.

So what happens to the adjustment factors, whether they actually merge towards the UR or actually continue, you know, at that diverged level is really hard to say until we have the actual numbers.

But, you know, if there was a convergence, it really would depend -- you know, it doesn't mean that they have to go to a specific point.  It's not like they all have to be at the exact same rate.  Once they got close enough you would look at whether, you know, once they got close enough if you then merge those classes and had sort of an average rate between them, what kind of impacts would that drive on customers?  What would be the bill impacts as a result of moving to a merged rate?  And certainly we would be looking at the Board's guidance and direction with respect to bill impacts to try to limit the bill impacts to 10 percent, although I think that might -- you know, on distribution that is a big -- like, 10 percent on bill usually means a fairly large number on distribution.

So I think -- I don't have a specific number, but we would look at what merging those classes at any point in time would do to the bill impact on customers and make an assessment then.

MEMBER JANIGAN:  Thanks very much.

CHAIR SPOEL:  Thank you.

So my questions are pretty much related -- or I think I can sort of consolidate them all on to one piece of paper, and that is in Mr. Harper's compendium.  It is the attachment 1 showing the PDI savings/synergy category.  That is part of -- I guess part of Undertaking JT2.11.  It is tab 10 in that document.

MR. ANDRE:  Sorry, which tab?

CHAIR SPOEL:  Tab 10.  And attachment 1 is with respect to PDI and attachment 2 is with respect to OPDC, but I think I can ask my questions because they're general in nature to the -- on the PDI page.

I just want to understand here what your -- I was trying to understand where all these millions of dollars of savings would come from.  And it appears to me from this that for the administration categories your assumption is that there will be -- there's no marginal cost or incremental cost to Hydro One for management, corporate governance, financial, or regulatory because you have put zero for those categories under the Hydro One forecast. Is that fair?

MR. FALTAOUS:  That's correct.

CHAIR SPOEL:  Okay.  So your assumption is that the -- so the additional costs that you have to incur or the work that is required -- let's not call it costs -- the work that is required to track accounts separately to create a new rate class, to incorporate those numbers into your filings here, all those things can be done by people who are already in those functions or jobs at Hydro One.  So it is excess capacity, basically.

MR. FALTAOUS:  It's correct, in that we're saying that we can absorb doing that work without adding any additional staff complement.

CHAIR SPOEL:  And when you did the -- and you can absorb PDI and then you can also absorb OPDC.

MR. FALTAOUS:  Correct.

CHAIR SPOEL:  Okay.  And when you were -- when you applied to acquire Woodstock Hydro, I don't have a sheet that is similar to this, but I did pull up the savings synergy category from your evidence, which is -- it's the file number -- it's EB-2014-0213, and it is on Exhibit I, tab 1, schedule 2, page 2 of 4.

And that shows -- it is table 1, and it shows back-office staff, there is a range of .8 to $1 million.  Senior management, a range of .6 to $.7 million, and so on.

So I assume the assumption then -- and I was on that proceeding, but I have to say I can't remember the detail, but the assumption was the same at that time, that you could absorb those corporate management regulatory IT and whatever costs without -- in your capacity without having to spend any extra money.

MS. RICHARDSON:  That is correct.

CHAIR SPOEL:  Is there a point at which, when you are doing acquisitions, that that will no longer be the case, that you will kind of -- you will be full?  And you won't be able to bite off another piece without having to hire some more people to do the extra work?

MS. RICHARDSON:  I imagine there will be.  I mean, at this point in time certain functions, like, for a regulatory rate filing it should not really add any significant new costs, if you add other utilities you just have bigger numbers that you are dealing with.

But there would be some areas, like right now our HR department we were seeing, like, they don't need to increase their staff, but let's say we acquired a substantive Toronto Hydro, somebody big, obviously, like then obviously then there would be additional -- why not go big, right?

[Laughter]

MS. RICHARDSON:  But, you know, like, I think as you get bigger and bigger of course there will be -- at one point in time there will be some costs that will need to be added.

That would be looked at, you know, if we do continue to try to acquire new companies, and I said that we still have a corporate strategy that is being worked on right now, but that would be something that the acquisition team would have to go out, and basically they go -- you know, we go around to all of the lines of businesses that we have and ask them, will you have incremental costs as a result of serving another 20,000 customers, 10,000 customers, and at some point in time, yes, that would impact it.

CHAIR SPOEL:  But you haven't got there yet?

MS. RICHARDSON:  No.

CHAIR SPOEL:  And then -- so that is helpful.  And then moving down this page, the other category that puzzles me is with respect to distribution operations.

And I did hear the evidence from Mr. Faltaous before that while Peterborough did -- well, Peterborough -- and I -- well, Mr. Stephenson has already said that Peterborough is a low-cost utility.  And they're spending -- or status quo forecast will be $3.7 million in year 2.  But that Hydro One's forecast is that you can do the distribution operations work in the Peterborough service area for less than half that at $1.6 million.

And I understand you don't account for it the same way, but are you saying that the units of work that actually need to be done if Hydro One does them are going to cost less than half the same units of work if they're performed by Peterborough Distribution Inc.?

MR. FALTAOUS:  Well, so I am not doing --


CHAIR SPOEL:  That's what I draw from this.

MR. FALTAOUS:  Yeah.  Unfortunately, like this was sort of our best effort at, you know, providing a direct comparison.

When we built up the Hydro One forecast for OM&A, it was looking at all of the OM&A work that needs to be done and making the appropriate adjustments to capture for the LDC.

Now, part of that as well was pulling out any of the -- I mentioned earlier that we're looking at all of the additional costs, so part of that was basically any costs that are non-incremental, so for example we have supervisory cost, we have back-office support.  So our field business centres, for example.  Like, these are costs that again would not need to increase in order to actually serve the PDI or OPDC service territory.

And so these are costs that would have been removed, essentially, from our labour rates because that's currently where they reside.  So we look at all of the additional costs that would be needed in order to execute the OM&A work programs that need to be executed in order to manage the PDI and OPDC service territory.  And the final result is basically the number that you see here from an OM&A perspective.

CHAIR SPOEL:  So when you were building up -- I mean, I know for capital assets you have a labour burden rate that you -- or I assume you do.

MR. FALTAOUS:  Yeah, but --


CHAIR SPOEL:  What is Hydro One's labour burden rate on, let's say, doing capital work, if your own employees do it?

[Hydro One panel confers]

MR. FALTAOUS:  I believe it is around 12 percent.  The capital -- the corporate overhead rate, essentially.

CHAIR SPOEL:  And does corporate overhead rate include supervisory staff and management?

MR. FALTAOUS:  No.

CHAIR SPOEL:  So the supervisors you were talking about wouldn't be required, because -- or that you wouldn't need new ones because the ones that were already there could supervise the people doing the work on PDI or OPDC -- what is it?

MR. FALTAOUS:  OPDC, correct.

CHAIR SPOEL:  OPDC, that you wouldn't have to have more supervisors, because the ones you already have would be able to kind of absorb that work.

MR. FALTAOUS:  Correct.

CHAIR SPOEL:  They would actually be supervising more units of work.

MR. FALTAOUS:  So I think to clarify, we have -- like we have different levels of supervision.

So certainly like the field level supervision, that would have to increase.  But what we're talking about is sort of like the management that oversees the supervisors, so that would not be something that would have to increase.

CHAIR SPOEL:  So that is more than half of the distribution operation costs, just looking at this table, the conclusion that I would draw from this -- if there is another conclusion --


MR. FALTAOUS:  There are other elements.

CHAIR SPOEL:  I am trying to figure out where all of the savings are coming from.

MR. FALTAOUS:  The only thing I want to clarify -- so that is one part of it, right.  So for example like supervisor, back office support is part of it.  The other one would be costs associated with our fleet for example, so we have fleet head office costs.

Again, the fleet head office costs, so the people in head office that look after our fleet, they're not going to change by taking on maybe a few additional vehicles.  So that is another source of costs that is a non-incremental cost.

So it is a number of these different areas of cost that essentially we are identifying, saying these are non-incremental costs and making sure we're capturing all of the areas that are incremental and ultimately coming up with this forecast.

CHAIR SPOEL:  Okay.  Just going back, if I can, to the financial/regulatory piece, when you did the Woodstock application, you forecasted that would be a savings.  So the Woodstock customers aren't paying, I presume, for any of the costs of this hearing for the acquisition of these following utilities.

Is this not an increase in your regulatory and financial costs to have to come and appear here to get this approved?

MS. RICHARDSON:  So right now, Woodstock is -- Woodstock is in sort of --


CHAIR SPOEL:  That wasn't a good example.  Are your legacy customers -- I will go back to Mr. Shepherd's examples.  Are the schools in Trenton, to pick an example, paying for -- in their rates, are they the ones paying for Hydro One's expenses in coming before us here to get approval to acquire Peterborough and Orillia utilities, which then aren't being allocated any of the incremental costs for this exercise?

MS. RICHARDSON:  Yes.

CHAIR SPOEL:  Or any of the costs?

MS. RICHARDSON:  Our regulatory costs, let's say our hearing costs would be part of our business plan, our forecast that we spent. What we forecast for this hearing, I am not sure, but there would have been a forecast for those costs.

Those are ones that -- for the incremental costs that we put in this application, would not be included in the costs for Orillia and Peterborough because in our rate application, we would have sought approval for that full regulatory cost and it would have been distributed out to all of our legacy customers over the deferral period.

After the deferral period, it will all be 1 bundle again, and it will be allocated out per Mr. Andre has been speaking of.

CHAIR SPOEL:  It is part of your regulatory rates.  It is part of your rates; it is not a shareholder cost, this sort of application.

MS. RICHARDSON:  Actually, sorry.  I am incorrect.  I am sorry.  For these particular ones, because I think your policies do not allow the these costs, the incremental costs as part of a shareholder benefits.

They're being tracked in a non-regulated entity.  Sorry about that.  I was just thinking generically, yes.

CHAIR SPOEL:  I appreciate that.  I think those are all of my questions.  Mr. Keizer, do you have any re-examination?

MR. KEIZER:  I do not.

CHAIR SPOEL:  Okay.  Well, thank you then.  Thank you witnesses for your helpful comments or helpful evidence over the last two days.

Mr. Andre, I hope your subway trips are better, that you recover from that.

I think parties have already got the schedule for submissions, so thank you.  Oh, and thank you to the court reporter for your assistance.
--- Whereupon the hearing concluded at 3:50 p.m.
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